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JOINT EXPLANATORY STATEMENT OF THE COMMITTEE
OF CONFERENCE

The managers on the part of the House and the Senate at the
conference on the disagreeing votes of the two Houses on the
amendment of the Senate to the bill (H.R. 3838) to reform the in-
ternal revenue laws of the United States, submit the following joint
statement to the House and the Senate in explanation of the effect
of the action agreed upon by the managers and recommended in
the accompanying conference report:

The Senate amendment struck out all of the House bill after the
enacting clause and inserted a substitute text.

The House recedes from its disagreement to the amendment of
the Senate with an amendment which is a substitute for the House
bill and the Senate amendment. The differences between the House
bill, the Senate amendment, and the substitute agreed to in confer-
ence are noted below, except for clerical corrections, conforming
changes made necessary for agreements reached by the conferees,
and minor drafting and clarifying changes.
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TAX REFORM ACT OF 1986

SEPTEMBER 18, 1986.—Ordered to be printed

Mr. RosTENKOWSKI, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany H.R. 3838]

The committee of conference on the disagreeing votes of the two
Houses on the amendment of the Senate to the bill (H.R. 3838) to
reform the internal revenue laws of the United States, having met,
after full and free conference, have agreed to recommend and do
recommend to their respective Houses as follows:

That the House recede from its disagreement to the amendment
i)f the Senate and agree to the same with an amendment as fol-
OWS:

In lieu of the matter proposed to be inserted by the Senate
amendment insert the following:

SECTION 1. SHORT TITLE; TABLE OF CONTENTS.

(a) SuHORT TITLE.—This Act may be cited as the “Tax Reform Act
of 1986

(b) TaBLE OF CONTENTS.—

TITLE I—INDIVIDUAL INCOME TAX PROVISIONS
Subtitle A—Rate Reductions; Increase in Standard Deduction and Personal
Exemptions

Sec. 101. Rate reductions.

Sec. 102. Increase in standard deduction.
Sec. 103. Increase in personal exemptions.
Sec. 104. Technical amendments.

Subtitle B—Provisions Related to Tax Credits
Sec. 111. Increase in earned income credit. . )
Sec. 119. Repeal of credit for contributions to candidates for public office.
Subtitle C—Provisions Related to Exclusions

Sec. 121. Taxation of unemployment compensation.
Sec. 122. Prizes and awards.
Sec. 123. Scholarships.
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Subtitle D—Provisions Related to Deductions

1 of deduction for 2-earner marr;ied couples.
s i?fé Ize-egigerftf floor on miscellaneous lte_mlzgd deductions.
. 139, Medical exdiense deduction limitation increased.
. 134. Repeal o, :
. 1345. Regeal o)):‘ deduction for adoption expenses.

duction for State and local sales tax.

Subtitle E—Miscellaneous Provisions

. R 1 of income averaging. .
. %,1? Lf#tei(;atigns on deductions for rrlLeals, travel, and entertainment.
y in treatment of hobby loss, etc.
. éﬁ %ﬁgggffo:znfor mortgagé interest and real proi;erty taxes allowable where

parsonage allowance or military housing allowance received.

Subtitle F—Effective Dates
151. Effective dates.

TITLE II—PROVISIONS RELATING TO CAPITAL COST

Subtitle A—Depreciation Provisions

Sec. 201. Modification of accelerated cost recovery system.

Sec.
Sec.

Sec

202. Expensing of depreciable assets.
203. Effective dates; general transitional rules.

Subtitle B—Repeal of Regular Investment Tax Credit
. 211. Repeal of regular investment tax credit.

Sec. 212. Effective 15-year carryback of existing carryforwards of steel companies.
Sec. 213. Effective 15-year carryback of existing carryforwards of qualified farmers.

Sec.

Subtitle C—General Business Credit Reduction

221. Reduction in tax liability which may be offset by business credit from 85
percent to 75 percent.

Subtitle D—Research and Development Provisions

Sec. 231. Amendments relating to credit for increasing research activities.

Sec.

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.

Sec.

Sec.

232. Extension of credit for clinical testing expenses for certain drugs.

Subtitle E—Changes in Certain Amortization Provisions

241. Repeal of 5-year amortization of trademark and trade name expenditures.

242. Repeal of amortization of railroad grading and tunnel bores.

243. Deduction for bus and freight forwarder operating authority.

244. Treatmer;t of expenditures for removal of arc}g;itectural barriers to the
handicapped and elderly made permanent.

Subtitle F—Provisions Relating to Real Estate

251. Modification of investment tax credit for rehabilitati 3
252. Low-income housing credit, f abilitation expenditures.

Subtitle G—Merchant Marine Capital Construction Funds

. 261. Provisions relating to merchant marine capital construction funds.

TITLE III—CAPITAL GAINS

Subtitle A—Individual Capital Gains
301. Re

peal of exclusion for long-term capital gai indivi
] C gains of individ x
302. 28 percent capital galins rate for taxpayers other ];han ggrplt)(rl-fzstions.

Subtitle B—Repeal of Corporate Capital Gains Treatment
811. Repeal of corporate capital gains treatment.

Subtitle C—Incentive Stock Optio
ns
321. Repeal of requireme,

nt that incentive stock optio ] ;
. . . ns
chronological order; modification of $100, 0150 limi%iigfrcwable ondy in
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Subtitle D—Straddles
Sec. 331. Year-end rule expanded.

TITLE IV—AGRICULTURE, ENERGY, AND NATURAL RESOURCES

Subtitle A—Agriculture

Sec. 401. Limitation on expensing of soil and water conservation expenditures.
Sec. 402. Repeal of special treatment for expenditures for clearing land.
Sec. 403. Trelcztnrr;nt of dispositions of converted wetlands or highly erodible crop-

Sec. 404. Limitation on certain }{Jrepaid farming expenses.
Sec. 405. Tax treatment of discharge of certain indebtedness of solvent farmers.
Subtitle B—Treatment of Oil, Gas, Geothermal, and Hard Minerals

Sec. 411. Treatment of intangible drilling costs and mineral exploration and devel-
O:meent costs.

Sec. 412. Modification of percentage depletion rules.

Sec. 413. Gain from disposition gﬁ interests in oil, gas, geothermal, or other mineral
properties.

Subtitle C—Other Provisions

Sec. 421. Extension of energy investment credit for solar, geothermal, ocean thermal,
and biomass property.

Sec. 422. Provisions relating to excise tax on fuels.

Sec. 423. Ethyl alcohol and mixtures thereof for fuel use.

TITLE V—TAX SHELTER LIMITATIONS; INTEREST LIMITATIONS

Subtitle A—Limitations on Tax Shelters

Sec. 501. Limitations on losses and credits from passive activities.
Sec. 502. Transitional rule for low-income housing.
Sec. 503. Extension of at risk limitations to real property.

Subtitle B—Interest Expense
Sec. 511. Limitations on deduction for nonbusiness interest.

TITLE VI—CORPORATE PROVISIONS

Subtitle A—Corporate Rate Reductions
Sec. 601. Corporate rate reductions.

Subtitle B—Treatment of Stock and Stock Dividends

Sec. 611. Reduction in dividends received deduction.

Sec. 612. Repeanl of partial exclusion :)if dividends received by individuals.

Sec. 613. Nondeductibility of stock redemption expenses.

Sec. 614. Reduction in stock basis for nontaxed portion of extraordinary dividends.

Subtitle C—Limitation on Net Operating Loss Carryforwards and Excess Credit
Carryforwards

Sec. 621. Limitation on net operating loss carryforwards.

Subtitle D—Recognition of Gain and Loss on Distributions of Property in
Liguidation
Sec. 631. Recognition of gain and loss on distributions of property in liquidation.
Sec. 632. Treatment of C corporations electing subchapter S status.
Sec. 633. Effective dates.
Sec. 634. Study of corporate provisions.

Subtitle E—Other Corporate Provisions

Sec. 641. Special allocation rules for certain asset acquisitions.
Sec. 642. Modification of definition of related party.

Sec. 643. Treatment of amortizable bond premium as interest.
Sec. 644. Provisions relating to cooperative housing corporations.
Sec. 645. Special rules relating to personal holding company tax.
Sec. 646. Certain entitles not treated as corporations.
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Sec. 647. Special rule for disposition of stock of subsidiary.
Subtitle F—Regulated Investment Companies

Sec. 651. Excise tax on undistributed income of regulated investment companies.
Sec. 652. Treatment of business development companies.

Sec. 653. Amendments to qualification rules. ]

Sec. 654. Treatment of sertes funds as separate corporations.

Sec. 655. Extension of period for mailing notices to shareholders.

Sec. 656. Protection of mutual funds receiving third-party summonses.

Sec. 657. Certain distributions not treated as preferential dividends.

Subtitle G—Real Estate Investment Trusts

Sec. 661. General qualification requirements.

Sec. 669, Asset and income requirements.

Sec. 663. Definition of rents.

Sec. 664. Distribution requirements.

Sec. 665. Treatment of capital gains. )

Sec. 666. Modifications of prohibited transaction rules. .

Sec. 667. Deficiency dividends of real estate investment trusts not subject to penalty
under section 6697.

Sec. 668. Excise tax on undistributed income of real estate investment trusts.

Sec. 669. Effective dates.

Subtitle H—Taxation of Interests in Entities Holding Real Estate Mortgages

Sec. 671. Taxation of real estate mortgage investment conduits.

Sec. 672. Rules for accruing original issue discount on regular interests and similar
debt instruments.

Sec. 673. Treatment of taxable morigage pools.

Sec. 674. Compliance provisions.

Sec. 675. Effective dates.

TITLE VII—ALTERNATIVE MINIMUM TAX

Sec. 701. Alternative minimum tax for individuals and corporations.
Sec. 702. Study of book and earnings and profits adjustments.

TITLE VIII—ACCOUNTING PROVISIONS

Subtitle A—General Provisions

Sec. 801. Limitation on use of cash method of accounting.
Sec. 802. Simplified dollar-value LIFO method for certa?n small businesses.
Sec. 803. Capitalization and inclusion in inventory costs of certain expenses.
%c. 804. Modifications of method of accounting for long-term contracts.
c. 805. Repeal of reserve for bad debts of taxpayers other than financial institu-

tions.
Sec. 806. Taxable years of certain entities.

Subtitle B—Treatment of Installment Obligations

Sec. 811. Allocation of indebtedness as ; igati
/ ! payment on installment obl .
Sec. 812. Disallowance of use of installment method for certa’iln (;bllig?z?i‘())r:zs.

s Subtitle C—Other Provisions

c. 821. Income attributable to utilit ]

Sec. 822. R jcati scharge of i

o Re};f:{s (l?ff’yza}?t‘l;jatw.n of discharge of indebtedness rules to qualified busi-
C. . Repeal of deduction for qualified discount cou,

Sec. 82j. Inclusion in gross income of contributions in a}zgrzsf.‘ construction.

‘ TITLE IX—FINANCIAL INSTITUTIONS
Sec. 901. Limitations on bad debt reserves.

Sec. 902. Interest incurred to carry tax-exempt bonds.

Sec. 903. inati ]
3. Termination of special 10-year carryback rules for certain financial institu-

tions; new special car ;
Sec. 904, Re ) ryover rules for certain losses.
o 4. Repeal of special reorganization rules for financial institutions.

. 905. Treatme j in i
tions.nt of losses on deposits or accounts in insolvent financial institu-
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Sec.
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Sec.

Sec.
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Sec.
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Sec.

Sec.
Sec.

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

1001.

. 1002.

1003.
1004.

1011.
1012.

. 1013.

1021

. 1022,

1023.
1024.

1025.

. 1031.
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TITLE X—INSURANCE PRODUCTS AND COMPANIES

Subtitle A—Policyholder Issues

Repeal (()if; exclusion for interest on installment payments of life insurance
proceeds.

Exclusion from income with respect to structured settlements limited to
cases involving physical injury.

Denial of deduction for interest on loans from certain life insurance con-
tracts.

Deduction for nonbusiness casualty losses covered by insurance allowable
only if claim filed.

Subtitle B—Life Insurance Companies

Repeal of special life insurance company deduction.

Repeal of tax-exempt status for certain organizations providing commer-
cial-type insurance.

Operations loss deduction of insolvent companies may offset distributions
from policyholders surplus account.

Subtitle C—Property and Casualty Insurance Companies

Inclusion in income of 20 percent of unearned premium reserve.

Treatment of certain dividends and tax-exempt interest.

Discounting of unpaid losses and certain unpaid expenses.

Repeal of protection against loss account; revision of special treatment for
small companies; combination of parts II and IIL

Study of treatment of property and casualty insurance companies.

Subtitle D—Miscellaneous Provisions

Physicians’ and surgeons’ mutual protection and interindemnity arrange-
ments or associations.

TITLE XI—PENSIONS AND DEFERRED COMPENSATION; EMPLOYEE

. 1101.

1102.
1103.

1105.
1106.

1107.
1108.
1109.

1111
1112.
1113
1114
1115.

1116.
1117.

. 1118

BENEFITS; EMPLOYEE STOCK OWNERSHIP PLANS
Subtitle A—Pensions and Deferred Compensation

PART I—LimrtATIONS ON TAXx-DEFERRED SAVINGS
SUBPART A—RULES APPLICABLE TO IRAS

Linlzitations on IRA deductions for active participants in certain pension

plans.

Nondeductible contributions may be made to individual retirement plans.

Spousal deduction allowed where spouse has small amount of earned
income.

SUBPART B—OTHER PROVISIONS

$7,000 limitation on elective deferrals.

Adjﬁstments to limitations on contributions and benefits under qualified
ns.

%diﬁcations of section 457.

Special rules for simplified employee pensions.

Deductible contributions permitted under section 501(c)(18) plan.

PART II—NONDISCRIMINATION REQUIREMENTS
SUBPART A—GENERAL REQUIREMENTS

Application of nondiscrimination rules to integrated plans.
Minimum coverage requirements for qualified plans.
Minimum vesting standards.

Definition of highly compensated employee.

Separate lines of business; compensation.

SUBPART B—OTHER PROVISIONS

Cash or deferred arrangements. . o
Nondiscrimination requirements for employer matching contributions and
employee contributions.

Benefits treated as accruing ratably for purposes of determining whether
plan is top-heavy.
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. 1119. Modification of rules for benefit forfeitures. .
gﬁi. 1120. Ngn iscriminaft‘ion requirements for tax-sheltered annuities.

Part III—TREATMENT OF DISTRIBUTIONS

Sec. 1121. Minimum distribzztion requirements.
. ti distributions. o ] )
gteef‘ ﬁgg gﬁfox Z);ditional tax on early distributions from qualified retirement

’ls. . . . . .
Sec. 1124. Eﬁc(;ion to treat certain lump sum distributions received during 1987 as
received during 1986.

PArRT IV—MISCELLANEOUS PROVISIONS

Sec. 1131. Adjustments to section 404 lim@tqtlons.

Sec. 1132. Excise tax on reversion of qualified plan assets to employer.

Sec. 1133. Tax on excess distributions.

Sec. 113}. Treatment of loans.

Sec. 1135. Deferred annuities available only to natural persons.

Sec. 1136. Profits not required for profit-sharing plans.

Sec. 1137. Requirement that collective bargamlnf agreements be bona fide. L

Sec. 1138. Penalty on underpayments attributable to overstatement of pension liabil-
ities.

Sec. 1139. Interest rate assumptions.

Sec. 1140. Plan amendments not required under Jonuary 1, 1989.

Sec. 1141. Issuance of final regulations.

Sec. 1142. Secretary to accept applications with respect to section 401(k) plans.

Sec. 1143. Treatment of certain fishermen as self-employed individuals.

Sec. 1144. Acquisition of gold and silver coins by individual retirement accounts.

Sec. 1145. Requirement of joint and survivor annuities and preretirement survivor
annuities not to apply to certain plan.

Sec. 1146. Treatment of leasedp employees.

Sec. 1147. Tax treatment of Federal Thrift Savings Fund.

Subtitle B—Employee Benefit Provisions

PART I—NONDISCRIMINATION RULES FOR CERTAIN STATUTORY EMPLOYEE BENEFIT
Prans
Sec. 1151. Nondiscrimination rules for coverage and benefits under certain statutory
employee benefit plans. '

ParT II—O1HER PROVISIONS

Sec. 1161. Deductibility of health insurance costs of self-emplo ed individua
Sec. 1162. 2-?;3 e:lcten‘;-io? of exclusions for educft‘ztiozal J!1.?zssyistance progrésms and
up legal plans.

Sec. 1163. $5,000 limit ofz’ dependent care

Sec. 1164. Tax treatment of faculty housing.

Sec. 1165. Limitation on accruel of vacation pay.

Sec. 1166. Treatment of certain full-time life insurance salesmen.

gec. 1167. Extension of due date for study of welfare benefit plans.
ec. 1168. Exclusion from 8ross income of certain military benefits.

Subtitle C—Changes Relating to Employee Stock Ownership Plans
ggg. % % ge‘;)e;zltof e(rinﬁloyee stock ownership credit.

X ; Listale tax deduction for proceeds from sales of empl ti
ggc. ﬁ ;.3’. Provisions relating to loans used to acquire en{‘pl’:_}%r?}s,z;lfz%lz{gtle&
Sec' 4. Requ}r;ements for employee stock ownership plans. .
c. 1175. Additional qualification requirements, .

Sec. 1176. Special ESOP ]
Sec. 1177, Transition rules) oS-

assistance exclusion.

TITLE XII—FOREIGN TAX PROVISIONS

Subtitle A—PForeign Tax Credit Modifications



Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
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1203.

. 1204.

1205.

1211
1212.
1213.
1214.
1215.
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Clarification of treatment of separate limitation losses.
Foreign taxes used to provide subsidies.

Limitation on carryback of foreign tax credits to taxable years beginning
before 1987.

Subtitle B—Source Rules

Determination of source in case of sales of personal property.

Special rules for transportation income.

Source rule for space and certain ocean activities.

Limitations on special treatment of 80-20 corporations.

Rules for allocating interest, etc., to foreign source income.

1-year modification in regulations providing for allocation of research and
experimental expenditures.

Subtitle C—Taxation of Income Earned Through Foreign Corporations

1221

. 1292,

Income subject to current taxation.

Testing controlled foreign corporations and foreign personal holding com-
pantes by value and voting power.

. Subpart F de minimis rule.
. Repeal of special treatment of possessions corporations.
. Only effectively connected capital gains and losses of foreign corporations

taken into account for purposes of accumulated earnings tax and person-
al holding company provisions.

. Deductions for dividends received from certain foreign corporations.
. Special rule for application of section 95} to certain dividends.

Subtitle D—Special Tax Provisions for United States Persons

. Modifications to section 936.

. Treatment of certain persons in Panama.

. Provisions relating to section 911 exclusion.
. Foreign compliance provisions.

. Treatment of certain passive [0reign investment companies.
. Treatment of interest on o

ligations of the United States received by
banks organized in Guam.

Subtitle E—Treatment of Foreign Taxpayers

Branch profits tax.

Treatment of deferred payments and appreciation arising out of business
conducted within the United States.

Treatment under section 877 of property received in tax-free exchanges, etc.

. Study of United States reinsurance industry. )
. %’formation with respect to certain foreign-owned corporations.
i

ithholding tax on amounts paid by partnerships to foreign partners.

. Income of foreign governments.
. Limitation on cost of property imported from related persons.
. Treatment of dual residence corporations.

Subtitle F—Foreign Currency Transactions

. Treatment of foreign currency transactions.

Subtitle G—Tax Treatment of Possessions

ParT I—TREATMENT OF GUAM, AMERICAN SAMOA, AND THE NORTHERN MARIANA

IsLanps

Sec. 1271. Authority of Guam, American Samoa, and the Northern Mariana Islands

Sec.
Sec.

1272.
1273.

to enact revenue laws.

Exclusion of possession source income from the gross income of certain in-
dividuals.

Treatment of corporations organized in Guam, American Samoa, or the
Northern Mariana Islands.

ParT II—TREATMENT OF THE VIRGIN ISLANDS

Sec. 1274. Coordination of United States and Virgin Islands income taxes.
Sec. 1275. Virgin Islands corporations allowed possession tax credit.
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ParT III—COVER OVER OF IncomE TAXES

Cover over of income taxes.
ParT IV—EFFECTIVE DATE

Effective date.
TITLE XIII—TAX-EXEMPT BONDS

Subtitle A—Amendments of Internal Revenue Code of 195}

State and local bonds. ' .
Repeal of provisions relating to general stock ownership corporations.

Subtitle B—Effective Dates and Transitional Rules
General effective dates.

. Transitional rules for construction or binding agreements, etc.
. Transitional rules relating to refundings.
. Special rules for certain bonds issued before August 16, 1986.
. Transitional rules relating to volume cap.
. Provisions relating to bonds provided special rules under prior

revenue acts.

. Other transitional rules. )
. Transitional rules for specific facilities.
. Definitions, etc., relating to effective dates and transitional

rules.

TITLE XIV—TRUSTS AND ESTATES; UNEARNED INCOME OF CERTAIN
MINOR CHILDREN; GIFT AND ESTATE TAXES; GENERATION-SKIPPING
TRANSFER TAX

Sec.
Sec.
Sec.
Sec.

Sec.

Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

1401.

1421.
1422.

. 1423.

1431.
1432,
1433.

1501.
1502.
1503.
1504.

1511.
1512

. 1521.

Subtitle A—Income Taxation of Trusts and Estates
Grantor treated as holding any power or interest of grantor’s spouse.

. Limitations to reversionary interest rule exceptions.
. Taxable year of trusts to be calendar year.
. Trusts and certain estates to make estimated payments of income taxes.

Subtitle B—Unearned Income of Certain Minor Children

. Unearned income of certain minor children.

Subtitle C—Gift and Estate Taxes

Information necessary for valid special use valuation 7
] Z 5 election.

Gltf? and estate tax deductions for certain conservation easement dona-
ions.

Conveyance of certain real and gxersonal roperty of decedent to charitable

foundation treated as charitable contribution.

Subtitle D—Generation Skipping Transfers

New tax on generation-skippi
Related amendments. pping transfers.
Effective dates.

TITLE XV—COMPLIANCE AND TAX ADMINISTRATION

Subtitle A—Revision of Certain Penalties, Etc
Penalty for failure to file informati , ‘
Increase in penalty for failu):e to ptllglnt‘:;?urns or statements.
?mendm_ents to penalty for negligence and fraud.
ncrease in penalty for substantial understatement of liability
Subtitle B—Interest Provisions
Differential interest rate.

Interest on accumulated eqrni
a ..
tere rnings tax to accrue begmnzng on date return is

. Subtitle C—Information Reporting Provisions
Requirement of reporting for real estate transactions
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Sec.

Sec.
Sec.
Sec.

Sec.

Sec.

Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.

Sec.

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

. 1522,

1523.
1524.
1525.

1531.

. 1532,

1533.
1584.

. 1535.

1541

. 1542.
. 1543.

. 1551,
. 1552,
. 1553.
. 1554,

. 1555,

. 1556.
. 1557,
. 1558.
. 1559.

1561.

1562.
1563.

156}.

. 1565.

1566.

1567.
1568.
1569.

1571.
1572

1601.

1602.
1603.
1604.
1605.

1606.
1607.

I-9

Information reporting on persons receiving contracts from certain Federal
agencies.

Returns regarding payments of royalties.

TINS required for dependents claimed on tax returns.

Tax-exempt interest required to be shown on return.

Subtitle D—Provisions Relating to Tax Shelters

Modification of tax shelter ratio test for registration of tax shelters.

Increased penalty for failure to register tax shelters.

Penalty for failure to include tax shelter identification number on return
increased to $250.

Increased penalty for failure to maintain lists of investors in potentially
abusive tax shelters.

Clarification of treatment of sham or fraudulent transactions under sec-
tion 6621(c).

Subtitle E—Estimated Tax Provisions

Current year liability test increased from 80 to 90 percent for estimated
tax payments by individuals.
Certain tax-exempt organizations subject to corporate estimated tax rules.
Wziver of estimated penalties for 1986 underpayments attributable to this
ct.

Subtitle F—Provisions Regarding Judicial Proceedings

Limitations on awarding of court costs and certain fees modified.

Failure to pursue administrative remedies.

Tax Court practice fee.

Clarification of jurisdiction over addition to tax for failure to pay amount
of tax shown on return.

Authority to require attendance of United States marshals at Tax Court
sessions.

Changes in certain provisions relating to special trial judges.

Effect on retired pay by election to practice law, etc., after retirement.

Authorization for appeals from interlocutory orders of the Tax Court.

Changes relating to annuities for surviving spouses and dependent chil-
dren of Tax Court judges.

Subtitle G—Tax Administration Provisions

Suspension of statute of limitations if third-party records not produced
within 6 months after service of summons.

Authority to rescind notice of deficiency with taxpayer's consent.

Azétehority to abate interest due to errors or delays by the Internal Revenue

ruice.

Suspension of compounding where interest on deficiency suslpended.

Certain service-connected disability payments exempt from levy.

Increase in value of personal property subject to certain listing and notice
procedures.

Certain recordkeeping requirements.

Disclosure of returns and return information to certain cities.

Treatment of certain forfeitures.

Subtitle H—Miscellaneous Provisions

Withholding allowances to reflect new rate schedules.
Report on return-free system.

TITLE XVI—EXEMPT AND NONPROFIT ORGANIZATIONS

Certain distributions of low cost articles and exchanges and rentals of
member lists by certain organizations not to be treated as unrelated
trade or business.

Educational activities at convention and trade shows.

Tax exemption for certain title-holding companies.

Exception to membership organization deduction rules. ]

Tax-exempt status for an o‘rfanization introducing into public use technol-
ogy developed by qualified organizations.

Definition of government official. )

Transition rule for acquisition indebtedness with respect to certain land.
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Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec:

Sec.
Sec.
Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

1608.

1701.
1702.
1703.
1704.
1705.

1706.
1707.
1708.
1709.
1710.
1711.

. 1800.

1801.
1802.
1803.
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Treatment of certain amounts paid to or for the benefit of certain institu-
tions of higher education.

TITLE XVII—MISCELLANEOUS PROVISIONS

tension and modification of targeted jobs credit. ]

gzrtain diesel fuel t¢fz;ces may be imposed on sales to retailers.

Gasoline tax generally collected at terminal level.

Exemption from social security coverage for certain clergy. )

Applicability of unemployment compensation tax to certain services per-
ormed for certain Indian tribal governments.

Treatment of certain technical personnel.

Exclusion for certain foster care payments. o ]

Extension of rules for spouses of individuals missing in action.

Amendment to the Reindeer Industry Act of 1937.

Quality control studies.

Adoption assistance agreements under adoption assistance program: pay-
ment of nonrecurring expenses related to adoptions of children with spe-
cial needs.

TITLE XVIII—TECHNICAL CORRECTIONS
Coordination with other titles.

Subtitle A—Amendments Related to the Tax Reform Act of 198}

CHAPTER 1—AMENDMENTS RELATED 1O TrriE I oF THE ACT

Amendments related to deferral of certain tax reductions.
Amendments related to tax-exempt entity leasing provisions.
Amendments related to treatment of bonds and other debt instruments.

. Amendments related to corporate provisions.

Amendments related to partnership provisions.
Amendments related to trust prouvisions.

. Amendments related to accounting changes.
. Amendments related to tax straddle provisions.

Amendments related to depreciation provisions.

Amendments related to foreign provisions.

Amendments related to reporting, penalty, and other provisions.
Amendments related to miscellaneous provisions.

CHAPTER 2—AMENDMENTS RELATED 10 TrTLE IT OF THE ACT

. Amendments related to section 211 of the Act.

Amendments related to section 216 of the Act.
Amendment related to section 217 of the Act.

. Amendment related to section 218 of the Act.
. Amendments related to section 221 of the Act.
. Amendments related to section 222 of the Act.

Amendments related to section 223 of the Act.

Amgndmer%t related to section 224 of the Act.

Waiver of inlerest on certain underpayments of tax.

Scope of section 255 of the Tax Equity and Fiscal Responsibility Act of

1982.
CHAPTER S—AMENDMENTS RELATED TO Trrie IIT oF THE AcT

Amendment related to section 301 of the Act.
Amendment related to section 303 of the Act.
Amendment related to section 305 of the Act.
Amendment related to section 211 of the Act.

CHAPTER 4,~—AMENDMENTS RELA TED 10 TiTLE IV OF THE ACT
Amendment related to section 311 of the Act.

. Amendments related to section 21 of th

. Amendments related to section 222 o{‘" ths ﬁgi
- Amendments related to section 431 of the Act.
. imendment related to section 452 of the Act.
. Amendments related to section 478 of the Act
- Amendments related to section 474 of the Act:

Amendments related to section 491 of the Act.
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CHAPTER 5—AMENDMENTS RELATED TO SECTION 216 OF THE ACT

Sec. 1851. Amendments related to welfare benefit plan provisions.

Sec. 1852. Amendments related to pension plan provisions.

Sec. 1853. Amendments related to fringe benefit provisions.

Sec. 1854. Amendments related to employee stock ownership plans.

Sec. 1855. Amendments related to miscellaneous employee benefit provisions.

CHAPTER 6—AMENDMENTS RELATED 10 TITLE VI OF THE ACT

Sec. 1861. Amendments related to section 611 of the Act.
Sec. 1862. Amendment related to section 612 of the Act.
Sec. 1863. Amendment related to section 613 of the Act.
Sec. 1864. Amendments related to section 621 of the Act.
Sec. 1865. Amendment related to section 622 of the Act.
Sec. 1866. Transitional rule for limit on small issue exception.
Sec. 1867. Amendments related to section 624 of the Act.
Sec. 1868. Amendment related to section 625 of the Act.
Sec. 1869. Amendments related to section 626 of the Act.
Sec. 1870. Amendment related to section 627 of the Act.
Sec. 1871. Amendments related to section 628 of the Act.
Sec. 1872. Amendments related to section 631 of the Act.
Sec. 1873. Amendments related to section 632 of the Act.

CHAPTER 7—MISCELLANEOUS PROVISIONS

Sec. 1875. Amendments related to title VII of the Act.
Sec. 1876. Amendments related to title VIII of the Act.
Sec. 1877. Amendments related to title IX of the Act.
Sec. 1878. Amendments related to title X of the Act.
Sec. 1879. Miscellaneous provisions.

CHAPTER 8—EFFECTIVE DATE
Sec. 1881. Effective date.

Subtitle B—Related to Other Programs Affected by the Deficit Reduction Act of 1984

CHAPTER ]—AMENDMENTS RELATED 1O SOCIAL SECURITY ACT PROGRAMS
Sec. 1882. Amendments related to coverage of church employees (section 2603 of the
Deficit Reduction Act).
Sec. 1883. Technical corrections in other provisions related to Social Security Act
programs.

CHAPTER 2—AMENDMENTS RELATED TO UNEMPLOYMENT COMPENSATION PROGRAM
Sec. 1884. Technical corrections in Federal Unemployment Tax Act.

CHAPTER 3—AMENDMENTS RELATED T0 TRADE AND TARIFF PROGRAMS

Sec. 1885. Amendments to the tariff schedules. .

Sec. 1886. Technical corrections to countervailing and antidumping duty provisions.

Sec. 1887. Amendments to the Trade Act of 197}4.

Sec. 1888. Amendments to the Tariff Act of 1930.

Sec. 1890. Amendments to the Caribbean Basin Economic Recovery Act.

Sec. 1891. Conforming amendments regarding customs brokers.

Sec. 1892. Special effective date provisions for certain articles given duty-free treat-
ment under the Trade and Tariff Act of 1984.

Sec. 1893. Technical amendments relating to customs user fees.

Subtitle C—Miscellaneous

CHAPTER 1—AMENDMENTS RELATED TO THE CONSOLIDATED OMNIBUS BUDGET
RECONCILIATION AcT OF 1985

Sec. 1895. COBRA technical corrections relating to Social Security Act programs.

Sec. 1896. Extension of time for filing for credit or refund with respect to certain
changes involving insolvent farmers.

Sec. 1897. Correction of clerical error in amendments to coal tax.

CHAPTER 2—AMENDMENTS RELATED TO THE RETIREMENT EQUITY ACT OF 1984
Sec. 1898. Technical corrections to the Retirement Equity Act of 1984.
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CHAPTER 3—AMENDMENT RELATED 10 THE CHILD SUPPORT ENFORCEMENT
AMENDMENTS OF 1984

Sec. 1899. Amendment related to the Child Support Enforcement Amendments of
1984.

CHAPTER 4—MISCELLANEOUS %:CIYTI:IJ\:?I\Z; CEOTI‘ZEECTING ErRORS OF SPELLING,

Sec. 1899A. Miscellaneous amendments correcting errors of spelling, punctuation,
etc.
SEC. 2. INTERNAL REVENUE CODE OF 1986.

(a) REDESIGNATION OF 195} CopE.—The Internal Revenue Title
enacted August 16, 1954, as heretofore, hereby, or hereafter amend-
ed, may be cited as the “Internal Revenue Code of 1986”,

(b) REFERENCES IN Laws, Erc.—Except when inappropriate, any
reference in any law, Executive order, or other document—

(1) to the Internal Revenue Code of 1954 shall include a refer-
ence to the Internal Revenue Code of 1986, and

(2) to the Internal Revenue Code of 1986 shall include a refer-
ence to the provisions of law formerly known as the Internal
Revenue Code of 1954.

SEC. 3. AMENDMENT OF 1986 CODE; COORDINATION WITH SECTION 15,

(@) AMENDMENT OF 1986 Cope.—Except as otherwise expressly
provided, whenever in this Act an amendment or repeal is expressed
in terms of an amendment to, or repeal of, a section or other provi-
sion, the reference shall be considered to be made to a section or
other provision of the Internal Revenue Code of 1986.

(b) Coorpination Wit SECTION 15.—

(1) IN GENERAL.—Except as provided in paragraph (9), for
purposes of section 15 of the Internal Revenue Code of 1986, no
amendment or repeal made by this Act shall be treated as a
change in the rate of a tax imposed by chapter 1 of such Code.

@) Exceprion.—Paragraph (1) shal] not apply to the amend-
ment made by section 601 (relating to corporate rate reductions).

TITLE I—INDIVIDUAL IN COME TAX
PROVISIONS

Subtitle A—the Reductions; Increase in
Standard Deduction and Personal Exemptions

SEC. 101. RATE REDUCTIONS.

(@) GENERAL Rurg. —Section 1 ; ; indivi
uals) is ey s asl%lllo g:se:latmg to tax imposed on individ-

“SECTION 1. TAX IMPOSED.

“@@) Marriep INDIVIDUALS Fiip
4 ILING JOINT RETURNS aAND Survrv-
ING Sp‘(‘)(;f}QEs.—There is hpreby_ imposed on the taxable income of—
makeselc)ze’g,i ’Tclzerr;ecti individual (as defir_zed in section 2703) who
forgs e gle return jointly with hig Spouse under section

“(2) every surviving s 3 3 ]
: ; pouse (as defined in
a tax determined in accordance with thfe‘ followz:f;t;ZZli( ),
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“If taxable income is The tax is:
Not over $29,750 15% of taxable income.
Over $29,750 $4:$426:927f500’ plus 28% of the excess over

“(b) Heaps or HouseHOLDS.—There is hereby imposed on the tax-
able income of every head of a household (as defined in section 2(b))
a tax determined in accordance with the following table:

“If taxable income is The tax is:
Not over $23,900 15% of taxable income.
Over $23,900 $8,585, plus 28% of the excess over
$23,900.

“c) UNMARRIED INDIVIDUALS (OTHER THAN SURVIVING SPOUSES
AND HEeaps or HouseHoLDS).—There is hereby imposed on the tax-
able income of every individual (other than a surviving spouse as
defined in section 2(a) or the head of a household as defined in sec-
tion 2(b) who is not a married individual (as defined in section
7703) a tax determined in accordance with the following table:

“If taxable income is The tax is:
Not over $17,850 .....uveererveeerererenreernnas 15% of taxable income.
Over $17,850 $2,$6;777§?'500, plus 28% of the excess over

‘“‘d) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.—There is
hereby imposed on the taxable income of every married individual
(as defined in section 7703) who does not make a single return joint-
ly with his spouse under section 6013, a tax determined in accord-
ance with the following table:

“If taxable income is The tax is:
Not over $14,875 15% of taxable income.
Over $14,875 $2,231.2% plus 28% of the excess over

il

“le) EsTaTES AND TrRUSTS.—There is hereby imposed on the tax-
able income of—
“C1) every estate, and
“02) every trust,
taxable under this subsection a tax determined in accordance with

the following table:
“If taxable income is The tax is:
Not over $5,000 15% of taxable income.
Over $5,000 $7§2,0 opélus 28% of the excess over

“(f) ApsusTMENTS IN Tax TABLES S0 THAT INFLATION WILL NoT
REesvrt IN Tax INCREASES.—

“(1) IN GeENERAL.—Not later than December 15 of 1988, and
each subsequent calendar year, the Secretary shall prescribe
tables which shall apply in lieu of the tables contained in sub-
sections (a), (b), (¢), (d), and (e) with respect to taxable years be-
ginning in the succeeding calendar year.

“9) MEeTHOD OF PRESCRIBING TABLES.—The table which
under paragraph (1) is to apply in lieu of the table contained in
subsection (@), (b), (c), (d), or (&), as the case may be, with respect
to taxable years beginning in any calendar year shall be pre-
scribed—

“(A) by increasing the minimum and maximum dollar
amounts for each rate bracket for which a tax is imposed
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under such table by the cost-of-living adjustment for such
calendar year, .

“B) by not changing the rate applicable to any rate
bracket as adjusted under subparagraph (A), and

“(C) by adjusting the amounts setting forth the tax to the
extent necessary to reflect the adjustments in the rate
brackets.

“8) CoST-OF-LIVING ADJUSTMENT.—For purposes of paragraph
(2), the cost-of-living adjustment for any calendar year is the
percentage (if any) by which—

“(A) the CPI for the preceding calendar year, exceeds

“B) the CPI for the calendar year 1987.

“4) CPI FOR ANY CALENDAR YEAR.—For purposes of para-
graph (3), the CPI for any calendar year is the average of the
Consumer Price Index as of the close of the 12-month period
ending on August 31 of such calendar year.

“5) CoNsSUMER PRICE INDEX.—For purposes of paragraph (4),
the term ‘Consumer Price Index’ means the last Consumer Price
Index for all-urban consumers published by the Department of
Labor. For purposes of the preceding sentence, the revision of
the Consumer Price Index which is most consistent with the
Consumer Price Index for calendar year 1986 shall be used.

“(6) RounpING.—

“tA) IN GENErRAL.—If any increase determined under
paragraph (2)(A), subsection (g)(4), section 63(cX4), or section
151(d)(3) is not a multiple of $50, such increase shall be
rounded to the next lowest multiple of $50.

“(B) TABLE FOR MARRIED INDIVIDUALS FILING SEPARATE-
Ly.—In the case of a married individual filing a separate
return, subparagraph (A) (other than with respect to section
63(c)4) shall be applied by substituting ‘$25 for ‘$50’ each

. place it appears.
ngg; _PHASEOUT OF 15-PERCENT RATE AND PERSONAL EXEMP-

“ In GENERAL.—The amount of tax imposed by this section
(determined without regard to this subsection) shall be in-
creased by 5 percent of the excess Gf any) of—

::(A) taxable income, over

.. (B) the applicable dollar amount.

w (thIIZ,IMITATION.—The increase determined under paragraph
exceuefi thz eg‘izto?’_any taxpayer for any taxable year shall not

‘@A) 13 percent of the maximum amount of taxable

income to which the 15-percent rate applies under the table

;‘;Zz.tsl)z,"cl;zdd in subsection (a), (b), (c) or (e) (whichever ap-

“(B) 28 percent of the deductions
clzééowable to the taxpayer for the ta
In the case of any individual taxable under subsection (d), sub-

paragraph (A) sh j indivi
paragre 5bsect£ofz (%.l apply as if such individual were taxable

for personal exemptions
xable year under section
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“(3) APPLICABLE DOLLAR AMOUNT.—For purposes of paragraph
(1), the applicable dollar amount shall be determined under the
following table:

“In the case of a taxpayer to which the
following subsection of this section

applies: The applicable dollar amount is:
Subsection (a) . $71,900
Subsection (b) 61,650
Subsection (c) 43,150
Subsection (d) 85,950
Subsection (e) 13,000

“t4) ADJUSTMENT FOR INFLATION.—In the case of any taxable
year beginning in a calendar year after 1988, each dollar
amount contained in paragraph (3) shall be increased by an
amount equal to—

“(A) such dollar amount, multiplied by
“4B) the cost-of-living adjustment determined under sub-
.thction (F(3) for the calendar year in which the taxable year
gins.
“th) Tax ScaEDULES FOR TAXABLE YEARS BEGINNING IN 1987.—In
the case of any taxable year beginning in 1987—

“C1) subsection (g) shall not apply, and

“(2) the following tables shall apply in lieu of the tables set
forth in subsections (a), (b), (c¢), (d), and (e):

‘“YA) MARRIED INDIVIDUALS FILING JOINT RETURNS AND
SURVIVING SPOUSES.—The table to apply for purposes of
subsection (a) is as follows:

“If taxable income is The tax is:
Not over $3,000 11% of taxable income.
Over $3,000 but not over $28,000........... $3§g,0 o%lus 15% of the excess over
Over $28,000 but not over $45,000......... $4:$02%Q00‘pblus 28% of the excess over
Over $45,000 but not over $90,000......... 85, 844& plus 35% of the excess over
Over $90,000 $24,.5§0, g‘rlus 38.5% of the excess over
$90,000.

‘“(B) HEADs oF HOUSEHOLDS.—The table to apply for pur-
poses of subsection (b) is as follows:

“If taxable income is The tax is:
Not over $2,500 11% of taxable income.
Over $2,500 but not over $23,000........... $2§g,5 d{))lus 15% of the excess over
Over $25,000 but not over $38,000......... 3332.’??0,00'511;3 28% of the excess over
Over $38,000 but not over $80,000......... 373‘555, lus 35% of the excess over
Over $80,000 $22,250, fzus 98.5% of the excess over
- $80,000.

‘C) UNMARRIED INDIVIDUALS OTHER THAN SURVIVING
SPOUSES AND HEADS OF HOUSEHOLDS.—The table to apply
for purposes of subsection (c) is as follows:
“If taxable income is The tax is:

Not over $1,800 11% of taxable income.
Over $1,800 but not over $16,800........... $1§§,8 Jélus 15% of the excess over
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“If taxable income is The tax is:
Over $16,800 but not over $27,000......... $2$646§k opélus 28% of the excess over
Over $27,000 but not over $54,000......... $5,32072,0 oglus 35% of the excess over
.............................................. 814,754, blus 38.5% of the excess over
QOver $54,000 LItk

“(D) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.—
The table to apply for purposes of subsection (d) is as fol-

lows:
“Ith:tx:lzzlf érlt,cgomoe ls ................................... T,flel gzxo;'s;axable income.
Over $1,500 but not over $14,000........... $1 6’%5 o%lus 15% of the excess over
Over $14,000 but not over $22,500.......... $2,01@?,00107.lus 28% of the excess over
Over $22,500 but not over $45,000......... 34, 222(,7,5010).lus 85% of the excess over
OVEr $45,000.........eoeeeeereeererraerrecrerireersenses $J§,425.?g,0 (jz?lus 38.5% of the excess over

“(E) Esrates anp TRUSTS.—The table to apply for pur-
poses of subsection (e) is as follows:

“If taxable income is The tax is:
Not over $500..................... 11% of taxable income.
Over $500 but not over $4,700................ 355, plus 15% of the excess over $500.
QOver $4,700 but not over $7,550............. $6’§2, plus 28% of the excess over
Over $2,550 but not over $15,150 ........... $1,47¢§"=5?, l‘ulus 35% of the excess over
2 500.
Over $15,150 .......uonereeeerererarn. $4,143, plus 38.5% of the excess over
$15,150.”

(b) AMENDMENT OF SECTION 15.—Subsection (d) of section 15 (re-
lating to effect of changes in rates during a taxable year) is amend-
ed to read as follows:

“(d) Section Nor To AppLY 10 INFLATION ADJUSTMENTS.—This
section shall not apply to any change in rates under subsection P of
section 1 (relating to adjustments in tax tables so that inflation will
not result in tax increases).”

SEC. 102. INCREASE IN STANDARD DEDUCTION,

(@) GENERAL RuULE.—Section 63 (defini 3 1
amended to read as follows: (efining tazable income) is

“SEC. 63. TAXABLE INCOME DEFINED.
{4
(@) IN GENERAL.—Except as provided in j
' yA subsection (b), for pur-
poses of this subtitle, the term ‘taxable income’ means grossfinc}c;me

Z;zéugz éﬁgt;i:rﬂwtions allowed by this chapter (other than the stand-

h“(b) INDIVIDU{QLS. WHo Do Nor Itemize THEIR Depucrions.—In
the case of an individual who does not elect to itemize his deduc-

tions for the taxable year for pur, 1 ] ¢
) ar, poses of this subtitle, the term ‘tax-
able zn‘c:ome’ means adjusted gross income, minus—
(1) the standard deduction, and

15}‘(2) the deduction for personal exemptions provided in section

“lc) StanparD DEDUCTION. —For purposes of this subtitle—

9
(1) IN GENERAL —Except as otherwi ] 3 .
$ . tse provided in th -
section, the term ‘standard deduction’ meafzs the sum of—ls sub
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iz(A) the basic standard deduction, and
(B) the additional standard deduction.

“(2) Basic STANDARD DEDUCTION.—For purposes of paragraph
(1), the basic standard deduction is—

“CA) $5,000 in the case of—

“G) a joint return, or
“(ii) a surviving spouse (as defined in section 2(a)),

“(B) $4,400 in the case of a head of household (as defined
in section 2(b)),

“tC) $3,000 in the case of an individual who is not mar-
ried and who is not a surviving spouse or head of house-
hold, or

“D) $2,500 in the case of a married individual filing a
separate return.

“3) ADDITIONAL STANDARD DEDUCTION FOR AGED AND
BLIND.—For purposes of paragraph (1), the additional standard
deduction is the sum of each additional amount to which the
taxpayer is entitled under subsection ().

“(4) ADJUSTMENTS FOR INFLATION.—In the case of any taxable
year beginning in a calendar year after 1988, each dollar
amount contained in paragraph (2) or (5XA) or subsection (f
shall be increased by an amount equal to—

“(A) such dollar amount, multiplied by

“(B) the cost-of-living adjustment determined under sec-
Zion: I((3) for the calendar year in which the taxable year

egins.

“(5) LIMITATION ON STANDARD DEDUCTION IN THE CASE OF
CERTAIN DEPENDENTS.—In the case of an individual with re-
spect to whom a deduction under section 151 is allowable to an-
other taxpayer for a taxable year beginning in the calendar year
in which the individual’s taxable year begins, the standard de-
duction applicable to such individual for such individual’s tax-
able year shall not exceed the greater of—

“(A) $500, or

“(B) such individual’s earned income.

“06) CERTAIN INDIVIDUALS, ETC., NOT ELIGIBLE FOR STANDARD
DEDUCTION.—In the case of—

“lA) a married individual filing a separate return where
either spouse itemizes deductions,

“(B) a nonresident alien individual,

“4C) a citizen of the United States entitled to the benefits
of section 931 (relating to income from sources within pos-
sessions of the United States),

“OD) an individual making a return under section
4438X1) for a period of less than 12 months on account of a
change in his annual accounting period, or

‘“(E) an estate or trust, common trust fund, or partner-
ship,

the starlz)dard deduction shall be zero.

“d) Itemizep Depuctions.—For purposes of this subtitle, the
term ‘itemized deductions’ means the deductions allowable under
this chapter other than—

“(1) the deductions allowable in arriving at adjusted gross
income, and
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“9) the deduction for personal exemptions provided by section

151.

“ EcTION TO ITEMIZE.— )

© };’Z?IJCIN GENERAL.—Unless an individual makes an election
under this subsection for the taxable year, no itemized deduc-
tion shall be allowed for the taxable year. For purposes of this
subtitle, the determination of whether a deduction is allowable
under this chapter shall be made without regard to the preced-
ing sentence. )

“9) TIME AND MANNER OF ELECTION.—Any election under
this subsection shall be made on the taxpayer’s return, and the
Secretary shall prescribe the manner of signifying such election
on the return. ' .

“8) CHaNGE oF ELECTION.—Under regulations prescribed by
the Secretary, a change of election with respect to itemized de-
ductions for any taxable year may be made after the filing of
the return for such year. If the spouse of the taxpayer filed a
separate return for any taxable year corresponding to the tax-
able year of the taxpayer, the change shall not be allowed
unless, in accordance with such regulations—

“(A) the spouse makes a change of election with respect to
itemized deductions, for the taxable year covered in such
separate return, consistent with the change of treatment
sought by the taxpayer, and

“(B) the taxpayer and his spouse consent in writing to the
assessment (within such period as may be agreed on with
the Secretary) of any deficiency, to the extent attributable to
such change of election, even though at the time of the
filing of such consent the assessment of such deficiency
would otherwise be prevented by the operation of any law

_or rule of law.
This paragraph shall not apply if the tax liability of the tax-
payers spouse for the taxable year corresponding to the taxable
Year of the taxpayer has been compromised under section 7132.
17 ./}‘GED OR BLIND ADDITIONAL AMOUNTS, —
9 ADD{TIONAL AMOUNTS FOR THE AGED.—The taxpayer
shall bg entitled to an additional amount of $600—

(A) for himself if he has attained age 65 before the close
of ‘l‘z(zg)t;zxab’lle year, and

’ or the spouse of the taxpayer if the spous at-
fltgg;cgoggtle 65 be/;qre the (l:fose 2)? g,he t{zxablepyea: 37(112 an

exemption is allowable t
spouse under section 151(b). 0 the taxpayer for such

‘(%) ApbprrioNaL amount FOR BLIND.—Th
. Ak ), — t
entitled to an additional amount of $600— © taxpayer shall be

yea£j4¢)1 ’{gr himself if he is blind at the close of the taxable

“(B) for the spouse of the taxpayer if the jpouse is blind
i

as of the close of the taxable year and an additional exemp-

o
t;gz z_ Ia(él)(.)wable to the taxpayer for such spouse under sec-

For purposes of sub ; ; ;
paragraph (B), if the spouse dies d th
taxable year the determination of wh uring the
eth
shall be made as of the time of szltcch deat‘;: stich spouse is glmd
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“(3) HIGHER AMOUNT FOR CERTAIN UNMARRIED INDIVID-
UALS.—In the case of an individual who is not married and is
not a surviving spouse, paragraphs (1) and (2) shall be applied
by substituting ‘$750’ for ‘$600’.

“(4) BLINDNESS DEFINED.—For purposes of this subsection, an
individual is blind only if his central visual acuity does not
exceed 20/200 in the better eye with correcting lenses, or if his
visual acuity is greater than 20/200 but is accompanied by a
limitation in the fields of vision such that the widest diameter
of the visual field subtends an angle no greater than 20 degrees.

“le) MArrrarL Srtarus.—For purposes of this section, marital
status shall be determined under section 77083.

“th) TrRANSITIONAL RULE FOR TAXABLE YEARS BEGINNING IN
1987.—In the case of any taxable year beginning in 1987, paragraph
(2) of subsection (c) shall be applied—

“(1) by substituting ‘83,760’ for ‘$5,000’,

“(2) by substituting ‘$2,540’ for ‘$4,400’,

“C3) by substituting ‘$2,540’ for ‘$3,000’, and

“(4) by substituting ‘31,880’ for ‘$2,500".

The preceding sentence shall not apply if the taxpayer is entitled to
an additional amount determined under subsection (f) (relating to
additional amount for aged and blind) for the taxable year.”

(b) Tax TaBLEs.—Section 3 (relating to tax tables for individuals)
is amended by striking out subsection (a) and inserting in lieu there-
of the following:

“la) ImpositioN oF Tax TaBLE Tax.—

“(1) IN GENERAL.—In lieu of the tax imposed by section I,
there is hereby imposed for each taxable year on the taxable
income of every individual—

“(A) who does not itemize his deductions for the taxable
year, and
“(B) whose taxable income for such taxable year does not
exceed the ceiling amount,
a tax determined under tables, applicable to such taxable year,
which shall be prescribed by the Secretary and which shall be
in such form as he determines appropriate. In the table so pre-
scribed, the amounts of the tax shall be computed on the basis
of the rates prescribed by section 1.

“2) CEILING AMOUNT DEFINED.—For purposes of paragraph
(1), the term ‘ceiling amount’ means, with respect to any taxpay-
er, the amount (not less than $20,000) determined by the Secre-
tary for the tax rate category in which such taxpayer falls.

“3) AUTHORITY TO PRESCRIBE TABLES FOR TAXPAYERS WHO
ITEMIZE DEDUCTIONS.—The Secretary may provide that this sec-
tion shall apply also for any taxable year to individuals who
itemize their deductions. Any tables prescribed under the pre-
ceding sentence shall be on the basis of taxable income.”

SEC. 103. INCREASE IN PERSONAL EXEMPTIONS.
(a) GENERAL RurLe.—Subsection (f) of section 151 (defining exemp-
tion amount) is amended to read as follows:
“tf) ExempTION AMOUNT.—For purposes of this section—
“1) IN GENERAL.—Except as provided in paragraph (2), the
term ‘exemption amount’ means—
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-« . . '987

“ r taxable years beginning during 19687,
u%ﬁ %”;% ];C())r taxable years beginning dun%g 1 .982; ra;;i
“C) $2,’000 for taxable years beginning after Decem ;

1988.

“9) EXEMPTION AMOUNT D
pEPENDENTS.—In the case
whom a deduction under t

ISALLOWED IN THE CASE OF CERTAIN
of an individual with respect to
his section is allowable to another

S ning i ndar year in

taxpayerhfor ‘adi{aa.cgll: lel ’:;y e‘;(:xlt)zel;:llemg'l:ag;‘ "llvegilriscaﬁe exe%zption

] indiaua € 2, e . 5 g

Zvrill;czlntta;}’ licagle to such individual for such individual’s tax
able year shall be zero. _

“(35’ INFLATION ADJUSTMENT FOR YEARS Azal":“:d ;isz'e - rIna;th'
case of any taxable year beginming n & WS s G nh
1989, the dollar amount contained in paragrap
increased by an amount equal to—

“(A) such dollar amount, multzplled by d unde

“B) the cost-of-living adjustment det_erml’:Le unblr sec-
tion 1(f)(3), for the calendar year in which t 1 taxt‘z le yga"
begins, by substituting ‘calendar year 1988 for ‘calendar
year 1987 in subparagraph (B) thereof.

() RepraL oF ApprtioNnaL Exemprions FOR TAXPAYERS OVER
AGE 65 or BLIND.—Section 151 is amended by striking out subsec-
tions (c) and (d) and by redesignating subsections (e) and (f) as sub-
sections (¢) and (d), respectively.

SEC. 104. TECHNICAL AMENDMENTS.

(a) FILING REQUIREMENTS.—

(1) SEcTION 6012.—

(A) Paragraph (1) of section 6012(a) (relating to persons
required to make returns of income) is amended to read as
follows:

“0XA) Every individual having for the taxable year gross
income which equals or exceeds the exemption amount, except
that a return shall not be required of an individual—

‘i) who is not married (determined by applying section
7703), is not a surviving spouse (as defined in section 2(a)),
is not a head of a household (as defined in section 2(b)),
and for the taxable year has gross income of less than the
sum of the exemption amount plus the basic standard de-
duction applicable to such an individual,

“ii) who is a head of a household (as so defined) and for
the taxable year has gross income of less than the sum of
the exemption amount plus the basic standard deduction
apel;gable to such an individual,

(i) who is a surviving spouse (as so defined) and for the
taxable year has gross income of less than the sum of the
exemption amount plus the basic standard deduction appli-
Caﬁ}? 3‘0 st]:ch‘an individual, or

W) who 1s entitled to make a joint r
87088 income, when combined with‘]th;z grg.:: ’;'r:zc‘;,r:zde Z);l ’olii‘
year, less than the sum of twice
us the basic standard deduction
return, but only if such individygl
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and his spouse, at the close of the taxable year, had the
same household as their home.
Clause (iv) shall not apply if for the taxable year such spouse
makes a separate return or any other taxpayer is entitled to an
exemption for such spouse under section 151(c).

“(B) The amount specified in clause (i), (ii), or (iii) of subpara-
graph (A) shall be increased by the amount of 1 additional
standard deduction (within the meaning of section 63(c)3) in
the case of an individual entitled to such deduction by reason
of section 63(f(1)(A) (relating to individuals age 65 or more),
and the amount specified in clause (iv) of subparagraph (A)
shall be increased by the amount of the additional standard de-
duction for each additional standard deduction to which the
individual or his spouse is entitled by reason of section 63(f(1).

“C) The exception under subparagraph (A) shall not apply to
any individual—

“G@) who is described in section 63(c)5) and who has—

‘0 income (other than earned income) in excess of
the amount in effect under section 63(c)5)A) (relating
to limitation on standard deduction in the case of cer-
tain dependents), or

“ID) total gross income in excess of the standard de-
duction, or

“li) for whom the standard deduction is zero under sec-
tion 63(c)(6).

“(D) For purposes of this subsection—

“G) The terms ‘standard deduction’, ‘basic standard de-
duction’ and ‘additional standard deduction’ have the re-
spective meanings given such terms by section 63(c).

‘lit) The term ‘exemption amount’ has the meaning given
such term by section 151(d). In the case of an individual de-
scrib’ed in section 151(d)2), the exemption amount shall be
zero.”

(B) Paragraph (9) of section 6012(a) is amended by strik-
ing out “$2,700 or more” and inserting in lieu thereof “not
less than the sum of the exemption amount plus the basic
standard deduction under section 63c)2)D)”.

(2) SectiOoN 6013.—Subparagraph (A) of section 6013(b)(3) (re-
lating to when return deemed filed) is amended—

(A) by striking out “(twice the exemption amount in case
such spouse was 65 or over)” each place it appears,

(B) by striking out ‘“‘section 151(f)” and inserting in lieu
thereof “section 151(d)”, and

(C) by adding at the end thereof the following new sen-
tence: “For purposes of clauses (it) and (iii), if the spouse
whose gross income is being compared to the exemption
amount is 65 or over, such clauses shall be applied by sub-
stituting ‘the sum of the exemption amount and the addi-
tional standard deduction under section 63(c)2) by reason
of section 63(f(1)(A)’ for ‘the exemption amount’.”

(b) OTHER AMENDMENTS.—

(1) SECTION 21, ETC.—
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; 1XA), 21()6)A), and 129(c)1) are each
an(z,ézzc‘lse?t;;ynztfillgr)z(g)gut)“section 151(e)” and inserting in
] “section 151(c)”. )
liet e oms 21(NEXB), 3ANNAND), 199(0)2) and
152(e)(1X(A) are each amended by st:r"zkmg out sec,fzon
151(e)(®)” and inserting in lieu thereof “section 151(c)3)”.

(@) Secrion 108.—Subparagraph (B) of section 108(b)(3) is
amended by striking out “50 cents” and inserting in lieu thereof
“33Y, cents”. _

(3) SECTION 152, grc.—Sections 152(d)2) and 2032A(c)(7)(D)
are each amended by striking out “section 151(e)})”’ and insert-
ing in lieu thereof “‘section 151(c)(} " . .

(4) SecrioN 172.—Subsection (d) of section 172 (relating to
modifications) is amended by striking out paragraph ( 7).

(5) SECTION 402.—Subparagraph (B) of section _402(e)(1), as
amended by section 1222(b), is amended by striking out “the
zero bracket amount applicable to such individual for the tax-
able year plus”. ) .

(6) Section 4u1.—Clause (iii) of section M1(0(2)B) (relating to
change in accounting period) is amended by striking out “and
by adding the zero bracket amount,”.

(?) SECTION 443.—

(A) Paragraph (1) of section 443(b) (relating to compulta-
tion of tax on change of annual accounting period) is
amended by striking out “ and adding the zero bracket
amount”.

(B) Clause (ii) of section 443(b)2)(A) (relating to computa-
Eion based on 12-month period) is amended to read as fol-
ows:

“Gi) the tax computed on the modified taxable
income for the short period.”
(8) SECTION 541.—Section 541 is amended by striking out “50
percent” and inserting in lieu thereof “28 percent (38.5 percent
in the case of taxable years beginning in 1987)".

(9) SectioN 6134.—Paragraph (1) of section 613A(d) (relating
to limitation on percentage depletion based on taxable income)
is amended by striking out ‘(reduced in the case of an individ-
ual by the zero bracket amount)”.

(10) SectIOoN 667.—Paragraph (2) of section 667(b) (relating to
tax on amount deemed distributed by trust in preceding years)
is amended to read as follows:

“(2) TREATMENT OF LOSS YEARS.—For purposes of paragraph

(1), the taxable income of the beneficiary for any taxable year
shall be deemed to be not less than zero.” F Y y

(11) SectioN 861.—Subsection (b) of section 861 (relating to
taxable income from sources within the United States) is
amended by striking out “the zero bracket amount” and insert-
Ln%zgr)l ggu thereof “thg standard deduction”.

CTION 862.—Subsection (b) of section ]
taxable income from sources withm{t the Urfgged(rg{gtmgtig
amended by striking out “the zero o

tnenaec brack ” ;
ing in lieu thereof “the standard deducctice;t gmount and insert-
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_(13) SecTION 904.—Subsection (a) of section 904 (relating to
limitation on foreign tax credit) is amended by striking out the
last sentence.

(14) SEcTION 1398.—Subsection (c) of section 1398 (relating to
computation and payment of tax; zero bracket amount) is
amended—

(A) by striking out “ZErRO BRACKET AMOUNT’” in the sub-
section heading and inserting in lieu thereof “BAsIC STAND-
ARD DEpUcTION”, and

(B) by striking out paragraph (3) and inserting in lieu
thereof the following: .

“(3) BASIC STANDARD DEDUCTION.—In the case of an estate
which does not itemize deductions, the basic standard deduc-
tion for the estate for the taxable year shall be the same as for
a married individual filing a separate return for such year.”

(15) SECTION 3402.—

(A) Paragraph (1) of section 3402(f) (relating to withhold-
ing exemptions) is amended by striking out subparagraphs
(B) and (C) and by redesignating subparagraphs (D) (E),
F), land (G) as subparagraphs (B), (C), (D), and (E), respec-
tively.

(B) Subparagraph (A) of section 3402(f)(1) is amended by
inserting ‘“unless he is an individual described in section
151(d)2)” after “himself”.

(C) Subparagraph (B) of section 3402(f)1), as redesignated
by subparagraph (A), is amended by striking out ‘subpara-
graph (A), (B), (C), or (F)” and inserting in lieu thereof
“subparagraph (A) or (D)”.

(D) Subparagraph (C) of section 3402(f\(1), as redesignated
by subparagraph (A), is amended by striking out ‘“section
151(e)” and inserting in lieu thereof “section 151(c)”.

(E) Subparagraph (E) of section 3402(f)(1), as redesignated
by subparagraph (A), is amended by striking out ‘zero
bracket” and inserting in lieu thereof ‘“standard deduc-
tion”.

(F) The last sentence of paragraph (1) of section 3402(f) is
amended—

(i) by striking out ‘‘subparagraph (G)” and inserting
in lieu thereof “subparagraph (E)”, and

(ii) by striking out ‘zero bracket” and inserting in
lieu thereof ‘“standard deduction”.

(G) Paragraph (3) of section 3402(m) is amended by insert-
ing “(including the additional standard deduction under
section 63(c)3) for the aged and blind)” after “deductions’.

(16) SECTION 6014.—

(A) Subsection (a) of section 601} (relating to income tax
return—tax not computed by taxpayer) is amended by strik-
ing out “who does not have an unused zero bracket amount
(determined under section 63(e)” and inserting in lieu
thereof “who is not described in section 6012(a)(1)(C)i)’.

(B) Paragraph (}) of section 6014(b) is amended to read as
follows:
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“ es where the taxpayer itemizes his deductions or
whgﬁfz i(;zecafaxpayer claims apreduced standard deduction by
section 63(c)5).” )
re(?ls%l gII;CTION 6212.—Subparagraph (A) of section 6212(c)(?) (re-
lating to cross references) is amended to read as follows: _
“CA) Deficiency attributable to change of treatr,r’zent with
respect to itemized deductions, see section 63(e)3). .
(18) SectioN 6504.—Paragraph (2) of section 6504 (relating to
cross references) is amended to read as follows:

“(2) Change of treatment with respect to itemizeq deductions” where tax-
payer and his spouse make separate returns, see section 63(e)(3).

Subtitle B—Provisions Related to Tax Credits

SEC. 111. INCREASE IN EARNED INCOME CREDIT.

(a) INCREASE IN AMOUNT oF CREDIT.—Subsection (a) of section 32
(relating to earned income credit) is amended— _

(1) by striking out “I1 percent” and inserting in lieu thereof
“14 percent’, and

$(2) by striking out “$5,000” and inserting in lieu thereof
“85,714".

(b) INCREASE IN INcOME LEVEL AT WHICH PHASEOUT BEGINS.—
Subsection (b) of section 32 is amended to read as follows:

“®) Livrration.—The amount of the credit allowable to a tax-
payer under subsection (a) for any taxable year shall not exceed the
excess (if any) of—

“(1) the maximum credit allowable under subsection (a) to
an‘}: taxpayer, over
(g) 1 0t ;Lwercent ?1f so muc)h of Zhe adjusted gross income (or, if
grealer, the earned income) of the tax the t
) ZS veonde $9.000 f payer for the taxable year
n the case of any taxable year beginning in 1987, paragraph (2
shall be applied by substituting S6500° for 99.000° 7 © - ¥ @

(¢) INFLATION ADJUSTMENTS.—Section 32 is amended by adding at
th(‘e‘ end thereof the following new subsection:

) IJ‘\Z')L,} TION ADJUSTMENTS.—

¢ N GENERAL.—In the case of any taxable year beginnin,
after the applicable calendar year, each dollar ag,nount fzfeﬂeg
;g_m paragraph (2)B) shall be increased by an amount equal
“(A) such dollar amount, multipli
B 2y ) T iplied by
. (li) the cost-of-living adjustment determined under sec-
bw”, (FA3), for the calendar year in which the taxable year
egins, b); substituting ‘calendar year 1984’ for ‘calendar
ear 1987 in subparagraph (B) thereof.
@ {?(ZF)UX}T)‘;?%SE ETC.—For purposes of paragraph (1)—
"ABLE — ¢ :
calendar oo LB ng'A_LENDAR YEAR.—The term ‘applicable
(1) 1986 in the case of the dollar a
: . € mounts
in f(é?)tt;; 8(17) or (i ;LL) of subparagraph (B), ar;zd referred to
. 7 1n the case of the doll
in clouse (i) ofsubparaé e, (% ).ar amount referred to
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“(B) DoLLar amounTs.—The dollar amounts referred to
in this subparagraph are—
“G) the $5,714 amount contained in subsection (a),
“6i) the $6,500 amount contained in the last sentence
of subsection (b), and
“Giti) the $9,000 amount contained in subsection
2.

“(3) RounpIinG.—If any increase determined under paragraph
(1) is not a multiple of $10, such increase shall be rounded to
the nearest multiple of $10 (or, if such increase is a multiple of
$;‘5"$§120h increase shall be increased to the next higher multiple
O ), »

(d) CONFORMING AMENDMENTS.—

(1) Paragraph (2) of section 32(f) (relating to amount of credit
to be determined under tables) is amended by striking out sub-
paragraphs (A) and (B) and inserting in lieu thereof the follow-
ing:

“CA) for earned income between $0 and the amount of
earned income at which the credit is phased out under sub-
section (b), and

“(B) for adjusted gross income between the dollar amount
at which the phaseout begins under subsection (b) and the
amount of adjusted gross income at which the credit is
phased out under subsection (b).”

(2) Subparagraph (B) of section 3507(c)X?) (relating to earned
income advance amount) is amended by striking out clauses (i)
and (ii) and inserting in lieu thereof the following:

“G) of not more than 14 percent of earned income not
in excess of the amount of earned income taken into ac-
count under section 32(a), which

“lii) phases out between the amount of earned income
at which the phaseout begins under subsection (b) of
section 32 and the amount of earned income at which
the credit under section 32 is phased out under such
subsection, or”.

(3) Subparagraph (C) of section 3507(c)(?) is amended by strik-
ing out clauses (i) and (ii) and inserting in lieu thereof the fol-
lowing:

“60) of not more than 14 percent of earned income not
in excess of % of the amount of earned income taken
into account under section 32(a), which

“l1) phases out between amounts of earned income
which are % of the amounts of earned income described
in subparagraph (B)ii).”

(e) EMPLOYEE NOTIFICATION.—The Secretary of the Treasury is di-
rected to require, under regulations, employers to notify any employ-
ee who has not had any tax withheld from wages (other than an
employee whose wages are exempt from withholding pursuant to sec-
tion 8402(n) of the Internal Revenue Code of 1986) that such employ-
ee may be eligible for a refund because of the earned income credit.



I-26

SEC. 112. REPEAL OF CREDIT FOR CONTRIBUTIONS TO CANDIDATES FOR
PUBLIC OFFICE. ' ] '
(a) GENERAL RULE.—Section 2} (relating to contributions to candi-
dates for public office) is hereby repealed.

(b) TECHNICAL AMENDMENTS.— .

(1) Subsection (g) of section 527 (relating to treatment of news-
letter funds) is amended— ‘ .
(A) by striking out “‘section 24(c)(2) in paragraph (1) and
inserting in lieu thereof “paragraph ()", and

(B) by adding at the end thereof the following new para-

grapn.

“3) CANDIDATE.—For purposes of paragraph (1), the term
‘candidate’ means, with respect to any Federal, State, or local
elective public office, an individual who— _ .

“CA) publicly announces that he is a candidate for nomi-
nation or election to such office, and

“CB) meets the qualifications prescribed by law to hold
such office.”

(2) Subsection (a) of section 642 (relating to credits against tax
for estates and trusts) is amended to read as follows:

“(a) ForeigN Tax CREDIT ALLOWED.—An estate or trust shall be
allowed the credit against tax for taxes imposed by foreign countries
and possessions of the United States, to the extent allowed by sec-
tion 901, only in respect of so much of the taxes described in such
section as is not properly allocable under such section to the benefi-
ciaries.

_ (3) Paragraph (3) of section 901(i) (relating to cross references)
is amended by striking out “section 642(a)1)” and inserting in
lieu thereof “section 649(a)”.

(4) Paragraph (6) of section 7871(a) (relating to Indian tribal
governments treated as States for certain purposes) is amended
by striking out subparagraph (A) and by redesignating subpara-
graphs (B), (C), (D), (E), and (F) as subparagraphs (A), (B), (C)
(D), and (E), respectively.

(5) The table of sections for subpart A of part IV of subchap-

ter A of chapter 1 is amended by striking out the item relating
to section 24.

Subtitle C—Provisions Related to Exclusions

SEC. 121. TAXATION OF UNEMPLOYMENT COMPENSATION.,

Section 85 (relating to unempl , .
to read as follows: & ployment compensation) is amended

“SE"‘? )85G UNEMPLOYMENT COMPENSA TION.

. (@) GENERAL RuLe.—In t indivi 3

mg‘ludes unemployment comp}éfls‘;atgﬁn?f an individual, gross income

this(b)s eg?:anp?;L)mltENT C"OMPENSATION DerINED.—For purposes of

ection, de erm ‘unemployment compensation’ means any
mount ecelved under a law of the United States or of a State

which is in the nature of unemployment compensation.”’

SEC. 122, PRIZES AND 4 WARDS.

(@) ExcLusion Froum Gross INcOME.—
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(1) INn GENERAL.—Section 7} (relating to prizes and awards) is
amended—

(A) by striking out “Except as provided in subsection (b)
and” in subsection (a) and inserting in lieu thereof “Except
as otherwise provided in this section or”,

(B) by striking out “ExceEPTION” in the heading for sub-
section (b) and inserting in lieu thereof “EXCEPTION FOR
CERTAIN PRIZES AND AWARDS TRANSFERRED TO CHAR-
ITIES”,

(C) by striking out “and’ at the end of subsection (b)(1),
by striking out the period at the end of subsection (b)(2) and
inserting in lieu thereof *; and”, and by adding after sub-
section (b)(2) the following new paragraph.:

“63) the prize or award is transferred by the payor to a govern-
mental unit or organization described in paragraph (1) or (2) of
secéion 170(c) pursuant to a designation made by the recipient.”,
an

(D) by adding at the end thereof the following new sub-
section:

“c) ExcepTiON FOR CERTAIN EMPLOYEE ACHIEVEMENT AWARDS.—

“1) IN GENERAL.—QGross income shall not include the value
of an employee achievement award (as defined in section 274(G)
received by the taxpayer if the cost to the employer of the em-
ployee achievement award does not exceed the amount allow-
able as a deduction to the employer for the cost of the employee
achievement award.

“09) EXCESS DEDUCTION AWARD.—If the cost to the employer of
the employee achievement award received by the taxpayer ex-
ceeds the amount allowable as a deduction to the employer,
then gross income includes the greater of—

“(A) an amount equal to the portion of the cost to the em-
ployer of the award that is not allowable as a deduction to
the employer (but not in excess of the value of the award),
or

“(B) the amount by which the value of the award exceeds
the amount allowable as a deduction to the employer.

The remaining portion of the value of such award shall not be
included in the gross income of the recipient.

“3) TREATMENT OF TAX-EXEMPT EMPLOYERS.—In the case of
an employer exempt from taxation under this subtitle, any refer-
ence in this subsection to the amount allowable as a deduction
to the employer shall be treated as a reference to the amount
which would be allowable as a deduction to the employer if the
employer were not exempt from taxation under this subtitle.

“U4) CrROSS REFERENCE.—

“For provisions excluding certain de minimis fringes from gross income,
see section 132(e).”

(2) CONFORMING AMENDMENTS.— .
(A) Clause (i) of section 4941(d)(2XG) is amended by strik-
ing out “section 74(b)” and inserting in lieu thereof “section
74(b) (without regard to paragraph (3) thereof)”.
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2) of section 4945(g) is amended by str.ik-
inchfuZ;a‘;ZgZ)}:zh72()b ’/’rand inserting in lieu thfreof “section
74(b) (without regard to paragraph (3) thereof)”.
(b) AMouNTs TRANSFERRED BY EmPLOYER NOT EXCLUDABLE AS
Girrs.—Section 102 (relating to gifts and inheritances) is amended
by adding at the end thereof the following new subsection:

“lc) EMPLOYEE GIFTS.—
© “(1) In geNERAL.—Subsection (a) shall not exclude from gross

income any amount transferred by or for an employer to, or for
the benefit of, an employee.
“(2) CROSS REFERENCES.—
“For provisions excluding certain employee achievement awards from

gross income, see section 74(c). . L . .
“For provisions excluding certain de minimis fringes from gross income,

see section 132(e).”

(¢) GIrTs.—Section 274(b) (relating to gifts) is amended—

(1) by adding “or” at the end of subparagraph (A) of para-
graph (1),

(%) by striking out “or” at the end of subparagraph (B) of
paragraph (1), and inserting in lieu thereof a period,

(3) by striking out subparagraph (C) of paragraph (1), and

() by striking out paragraph (3).

d) Depuction For COST oF EMPLOYEE ACHIEVEMENT AWARDS.—
Section 274 (relating to certain entertainment, etc., expenses) is
amended by redesignating subsection () as subsection (k) and by in-
serting after subsection (i) the following new subsection:

“G) EMPLOYEE ACHIEVEMENT AWARDS. —

(1) GENERAL RULE.—No deduction shall be allowed under
section 162 or section 212 for the cost of an employee achieve-
ment award except to the extent that such cost does not exceed
the deduction limitations of paragraph (9).

“@ DEDUCTIOJ_V LIMITATIONS.—The deduction for the cost of
a;z employee achievement award made by an employer to an em-
Dployee—

“(A) which is not a qualified plan award, when added to
the cost to the employer for all other employee achievement
awards made to such employee during the taxable year
whéch are not qualified plan awards, shall not exceed 400,
an

“(B) which is a qualified blan award, when added to the

0st to the employer for all other employee achievement
awards made to such employee during the taxable year (in-
cluding employee achievement awards which are not quali-

. Jted plan awards), shall not exceed $1,600.

) {‘)EFINITION -—For purposes of this subsection—

(A4) Emprroveg ACHIEVEMENT AWARD.—The term ‘em-

Ployee achievernens award’ meq 3 . -
ploye p‘l;_))perty ot awar, 1is an item of tangible per
@) transferred by an empl
4 / Dloyer to an employee for
ler}%ti/)l Z]; f:clijéfie achievement or safety -achievfméynt, f
ang as part of q meaningful DPresentation,
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“Gii) awarded under conditions and circumstances
that do not create a significant likelihood of the pay-
ment of disguised compensation.

“(B) QUALIFIED PLAN AWARD.—

“G) IN GENERAL.—The term ‘qualified plan award’
means an employee achievement award awarded as
part of an established written plan or program of the
taxpayer which does not discriminate in favor of
highly compensated employees (within the meaning of
section 414(q) as to eligibility or benefits.

“Gi) LiMITATION.—An employee achievement award
shall not be treated as a qualified plan award for any
taxable year if the average cost of all employee achieve-
ment awards which are provided by the employer
during the year, and which would be qualified plan
awards but for this subparagraph, exceeds $400. For
purposes of the preceding sentence, average cost shall
be determined by including the entire cost of qualified
plan awards, without taking into account employee
achievement awards of nominal value.

“(4) SpeciAL RULES.—For purposes of this subsection—

“YA) PARTNERSHIPS.—In the case of an employee achieve-
ment award made by a partnership, the deduction limita-
tions contained in paragraph (29) shall apply to the partner-
ship as well as to each member thereof.

“(B) LENGTH OF SERVICE AWARDS.—An item shall not be
treated as having been provided for length of service
achievement if the item is received during the recipient’s
Ist 5 years of employment or if the recipient recetved a
length of service achievement award (other than an award
excludable under section 182(e)(1) during that year or any
of the prior 4 years.

“lC) SAFETY ACHIEVEMENT AWARDS.—An item provided
by an employer to an employee shall not be treated as
having been provided for safety achievement if—

“G) during the taxable year, employee achievement
awards (other than awards excludable under section
132(e)1) for safety achievement have previously been
awarded by the employer to more than 10 percent of
the employees of the employer (excluding employees de-
scribed in clause (ii), or

“Gii) such item is awarded to a manager, administra-
tor, clerical employee, or other professional employee.’.

(e) TREATMENT FOR PURPOSES OF EmproymeNT Taxes.—Each of
the following provisions are amended by striking out “117 or” and
inserting in lieu thereof “74(c), 117, or”:

(1) Section 3121(a)(20).

(2) Section 3231(e)(5).

(3) Section 3306(b)(16).

(4) Section 3401(a)(20).

(5) Section 209(s) of the Social Security Act.
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SEC. 123, SCHOLARSHIPS. ) )
(a) IN GENERAL.—Section 117 (relating to scholarship and fellow-

ship grants) is amended to read as follows:

“SEC. 117. QUALIFIED SCHOLARSHIPS. )
“a) GENERAL RULE.—Gross income does not include any amount

received as a qualified scholarship by an individual who is a candi-

date for a degree at an educational organization described in section
120B)ANAIG). . .
“((Zj(é{/'A)ISIFIED ScrorArsHIP.—For purposes of this section—

“}) In GENERAL.—The term qualzﬁed scholarship’ means
any amount received by an indu{Ldea_l as a scholarship or fel-
lowship grant to the extent the individual establishes that, in
accordance with the conditions of the grant, such amount was
used for qualified tuition and related expenses.

“(2) QUALIFIED TUITION AND RELATED EXP{«JNSES.-—FOI’ pur-
poses of paragraph (1), the term ‘qualified tuition and related
expenses’ means—

“A) tuition and fees required for the enrollment or at-
tendance of a student at an educational organization de-
scribed in section 170(b)(1)(AXii), and )

“UB) fees, books, supplies, and equipmentl requir ed for
courses of instruction at such an educational organization.

“(c) LimrtaTioN.—Subsections (a) and (d) shall not apply to that
portion of any amount received which represents payment for teach-
ing, research, or other services by the student required as a condi-
ﬁlwnt for receiving the qualified scholarship or qualified tuition re-

uction.

“d) QuAaLIFIED TUITION REDUCTION.—

“(1) IN GENERAL.—Gross income shall not include any quali-
fied tuition reduction.

“(2) QuALIFIED TUITION REDUCTION.—For purposes of this sub-
section, the term ‘qualified tuition reduction’ means the amount
of any reduction in tuition provided to an employee of an orga-
nization described in section 170(bX1)(AXii) for the education
(below the graduate level) at such organization (or another orga-
nization described in section 170(b)1)(A)ii) of —

“CA) such employee, or

“(B) any person treated as an employee (or whose use is
treated as an employee use) under the rules of section 132(f).

“(3) REDUCTION MUST NOT DISCRIMINATE IN FAVOR OF HIGHLY
COMPENSATED, ETC.—Paragraph (1) shall apply with respect to
any qualified tuition reduction provided with respect to any of-
ficer, owner, or highly compensated employee only if such reduc-
tion is available on substantially the same terms to each
member of a group of employees which is defined under a rea-
sonable classification set up by the employer which does not dis-

criminate in favor of officers, owners, or highl
fa ers, 3 ghly compensated
employees (within the meani ] ”
(b) TECHNICAL AMENDMENTS., _ng of section 414@).
(1) Subsection (a) of section 74 is amended b

“(relating to scholarship and fellowship grants ),;yale'zl{e’fsnégr tg::gt

in lieu thereof “(relating to qualified scholarships)”,
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) (2) The second sentence of section 1441(b) (relating to income
items) is amended to read as follows: “The items of income re-
ferred to in subsection (a) from which tax shall be deducted and
withheld at the rate of 14 percent are amounts which are re-
ceived by a nonresident alien individual who is temporarily
present in the United States as a nonimmigrant under subpara-
graph (F) or (J) of section 101(a)(15) of the Immigration and Na-
tionality Act and which are incident to a qualified scholarship
to which section 117(a) applies, but only to the extent such
amounts are includible in gross income.”

(3) Paragraph (6) of section 7871(a) (relating to Indian tribal
governments treated as States for certain purposes), as amended
by section 112, is amended by striking out subparagraph (B)
and by redesignating subparagraphs (C), (D), and (E) as sub-
paragraphs (B), (C), and (D), respectively.

(4) The table of sections for part III of subchapter B of chap-
ter 1 is amended by striking out the item relating to section 117
and inserting in lieu thereof the following new item:

“Sec. 117. Qualified scholarships.”

Subtitle D—Provisions Related to Deductions

SEC. 131. REPEAL OF DEDUCTION FOR 2-EARNER MARRIED COUPLES.
(@) GENERAL Rure.—Section 221 (relating to deduction for 2-
earner married couples) is hereby repealed.
(b) CONFORMING AMENDMENTS.—
(1) Section 62 is amended by striking out paragraph (16).
(2) Subparagraph (A) of section 86(b)(9) is amended by strik-
ing out “sections 221,” and inserting in lieu thereof “sections”.
(3) The table of sections for part VII of subchapter B of chap-
ter 1 is amended by striking out the item relating to section 221.

SEC. 132. 2-PERCENT FLOOR ON MISCELLANEOUS ITEMIZED DEDUCTIONS.

(a) GENERAL Rure.—Part [ of subchapter B of chapter 1 (defining
gross income, adjusted gross income, etc.) is amended by adding at
the end thereof the following new section:

“SEC. 67. 2-PERCENT FLOOR ON MISCELLANEOUS ITEMIZED DEDUCTIONS.

“la) GENERAL RuULE.—In the case of an individual, the miscella-
neous itemized deductions for any taxable year shall be allowed
only to the extent that the aggregate of such deductions exceeds 2
percent of adjusted gross income.

“b) M1sceLLaNeous Itemizep Depuctions.—For purposes of this
section, the term ‘miscellaneous itemized deductions’ means the
itemized deductions other than—

“C1) the deduction under section 163 (relating to interest),

“C2) the deduction under section 164 (relating to taxes),

“43) the deduction under section 165(a) for losses described in
subsection (c)(3) or (d) of section 165,

“4) the deduction under section 170 (relating to charitable,
etc., contributions and gifts),

“(5) the deduction under section 213 (relating to medical,
dental, etc., expenses), ‘ ‘
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“6) the deduction under section 217 (relating to moving ex-

enses), ] )
d “7) any deduction allowable for impairment-related work ex-

enses, . .
d “8) the deduction under section 691(c) (relating to deduction
for estate tax in case of income in respect of the decedent),

“9) any deduction allowable in connection with personal
property used in a short sale, ' )

“10) the deduction under section 1341 (relating to computa-
tion of tax where taxpayer restores substantial amount held
under claim of right), )

“11) the deduction under section 72(b)3) (relating to deduc-
tion where annuity payments cease before investment recoverqd),

“12) the deduction under section 171 (relating to deduction
for amortizable bond premium), and .

“13) the deduction under section 216 (relating to deductions
in connection with cooperative housing corporations).

“¢) DISALLOWANCE OF INDIRECT DEDUCTION TaroUGH Pass-THRU
EnTiTv.—The Secretary shall prescribe regulations which prohibit
the indirect deduction through pass-thru entities of amounts which
are not allowable as a deduction if paid or incurred directly by an
individual and which contain such reporting requirements as may
be necessary to carry out the purposes of this subsection. The preced-
ing sentence shall not apply with respect to estates, trusts, coopera-
tives, and real estate investment trusts.

“d) ImpaIRMENT-RELATED WORK EXPENSES.—For purposes of this
section, the term ‘impairment-related work expenses’ means ex-
penses—

“1) of a handicapped individual (as defined in section
190®)(3) for attendant care services at the individual’s place of
employment and other expenses in connection with such place
of employment which are necessary for such individual to be
able to work, and

“2) with respect to which a deduction is allowable under sec-

| tion 162 (determined without regard to this section).

(e) DETERMINATION OF ADJUSTED GROSS INCOME IN CASE OF Es-
TATES AND TRUSTS.—For purposes of this section, the adjusted gross
income of an estate or trust shall be computed in the same manner
as in the case of an individual, except that the deductions for costs
which are paid or incurred in connection with the administration of
the estate or trust and would not have been incurred if the property
were not held in such trust or estate shall be treated as allowable in
arriving at adjusted gross income.”

EE;b)_ TREATMENT OF TRADE AND BUSINESS DEDUCTIONS OF EMPLOY-

(1) IN GENERAL.—Paragraph (2) of section 62 ini iust-
ed“gross income) is amended to readfas follows: (defining adjust
EES(Q) CERTAIN TRADE AND BUSINESS DEDUCTIONS OF EMPLOY-

;i (A) ZJ?EIMBURSED EXPENSES OF EMPLOYEES.—The deduc-
ions allowed by part VI (section 161 and following) which
consist of expenses paid or incurred by the taxpayer, in con-
nection with the performance by him of services as an em-
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ployee, under a reimbursement or other expense allowance
arrangement with his employer.

‘{B) CERTAIN EXPENSES OF PERFORMING ARTISTS.—The
deductions allowed by section 162 which consist of expenses
paid or incurred by a qualified performing artist in connec-
tion with the performances by him of services in the perform-
ing arts as an employee.”

(2) DEFINITION OF QUALIFIED PERFORMING ARTIST.—Section 62
s amended—

(A) by striking out “For purposes of this subtitle” and in-
serting in lieu thereof “(a) GENERAL RULE.—For purposes of
this subtitle’”’, and

(B) by adding at the end thereof the following new sub-
section:

“b) QUALIFIED PERFORMING ARTIST.—

“(1) IN GENERAL.—For purposes of subsection (a)2(B), the
term ‘gualified performing artist’ means, with respect to any
taxable year, any individual if—

“(A) such individual performed services in the perform-
ing arts as an employee during the taxable year for at least
2 employers,

“(B) the aggregate amount allowable as a deduction
under section 162 in connection with the performance of
such services exceeds 10 percent of such individual’s gross
inc;ci)me attributable to the performance of such services,
an

“C) the adjusted gross income of such individual for the
taxable year (determined without regard to subsection
(@)X2)(B)) does not exceed $16,000.

“(2) NOMINAL EMPLOYER NOT TAKEN INTO ACCOUNT.—An indi-
vidual shall not be treated as performing services in the per-
forming arts as an employee for any employer during any tax-
able year unless the amount received by such individual from
such employer for the performance of such services during the
taxable year equals or exceeds $200.

“(8) SPECIAL RULES FOR MARRIED COUPLES.—

“A) IN GENERAL.—Except in the case of a husband and
wife who lived apart at all times during the taxable year,
if the taxpayer is married at the close of the taxable year,
subsection (a)(2)(B) shall apply only if the taxpayer and his
spouse file a joint return for the taxable year.

“(B) APPLICATION OF PARAGRAPH (1).—In the case of a
joint return—

“G) paragraph (1) (other than subparagraph (C)
thereof) shall b}:z applied separately with respect to each
spouse, but

“(ii) paragraph (1XC) shall be applied with respect to
their combined adjusted gross income.

“eC) DETERMINATION OF MARITAL STATUS.—For purposes
of this subsection, marital status shall be determined under
section 7703(a). ) _

“D) JoiNT RETURN.—For purposes of this subsection, the
term Yoint return’ means the joint return of a husband and
wife made under section 6013.”
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(c) Moving ExPENSE DEDUCTION Nor ALLowABLE IN COMPUTING
ApgusTED Gross INcome.—Subsection (a) of section 62 (as amended
by subsection (b)) is amended by striking out paragraph 8).

(d) CLERICAL AMENDMENT.—The table of sections for part I of
subchapter B of chapter 1 is amended by adding at the end thereof
the following new item:

“Sec. 67. J-percent floor on miscellaneous itemized deductions.”

SEC. 133. MEDICAL EXPENSE DEDUCTION LIMITATION INCREASED.
Subsection (a) of section 213 (relating to deduction for medical,
dental, etc., expenses) is amended by striking out “5 percent” and in-
serting in lieu thereof “7.5 percent”.
SEC. 134. REPEAL OF DEDUCTION FOR STA TE AND LOCAL SALES TAXES.
(o) GENERAL RULE.—Subsection (a) of section 164} (relating to de-
duction for taxes) is amended—
(1) by striking out paragraph (4) and by redesignating para-
graph (5) as paragraph (4), and
(%) by adding at the end thereof the following new sentence:
“Notwithstanding the preceding sentence, any tax (not described
in the first sentence of this subsection) which is paid or accrued
by the taxpayer in connection with an acquisition or disposition
of property shall be treated as part of the cost of the acquired
property or, in the case of a disposition, as a reduction in the
amount realized on the disposition.”
(b) ConFORMING AMENDMENTS.—Subsection (b) of section 164 is
amended—
(D by strikir_zg out paragraphs (2) and (5), and
(2) by redeszgnatmg paragraphs (3) and (4) as paragraphs (2)
and (3), respectively.

SEC. 135. REPEAL OF DEDUCTION FOR ADOPTION EXPENSES.
(@) GENERAL RULE.—Section 222 (relating to deduction for adop-
tion expenses) is hereby repealed.
(b) CONFORMING AMENDMENTS.—
(1) Section 223 is redesignated as section 220.
(2) The table of sections for part VII of subchapter B of chap-
ter 1 is amended by striking out the items relating lo sections
222 and 223 and inserting in lieu thereof the following:

“Sec. 220. Cross references.”

Subtitle E—Miscellaneous Provisions

SEC. 141. REPEAL OF INCOME AVERAGING,
(@) GENERAL RuLe.—Part I of subchapter @ of chapter 1 (relating

to income averaging) is h.
ereby repealed.
(b) TECHNICAL AMENDMENZ“}.’S’.—p

(1) Subsection (b) of section 3 (relati on i '
bsection _ elating to section inapplicable
to certain individuals) is amended by sg'iking out paragaph @

and by redesignati

ang @ respectively 0 %87aPhs () and (9) as paragraphs ()

lati’)lgSz;Obsstectzon (b) of section 5 (relating to cross references re-

graph (2) ::dog lndwlduals.) is amended by striking out para-
y redesignating baragraph (3) as Paragrapza .
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(8) Subparagraph (B) of section 6511(d)(2) (relating to special

rules applicable to income taxes) is amended to read as follows:
“(B) APPLICABLE RULES.—

‘() IN GENERAL.—If the allowance of a credit or
refund of an overpayment of tax attributable to a net
operating loss carryback or a capital loss carryback is
otherwise prevented by the operation of any law or rule
of law other than section 7122 (relating to compro-
mises), such credit or refund may be allowed or made,
if claim therefor is filed within the period provided in
subparagraph (A) of this paragraph.

“(t) TENTATIVE CARRYBACK ADJUSTMENTS.—If the al-
lowance of an application, credit, or refund of a de-
crease in tax determined under section 6411(b) is other-
wise prevented by the operation of any law or rule of
law other than section 7129, such application, credit, or
refund may be allowed or made if application for a
tentative carryback adjustment is made within the
period provided in section 6411(a).

“(ii)) DETERMINATIONS BY COURTS TO BE CONCLU-
SIvE.—In the case of any such claim for credit or
refund or any such application for a tentative carry-
back adjustment, the determination by any court, in-
cluding the Tax Court, in any proceeding in which the
decision of the court has become final, shall be conclu-
sive except with respect to—

“) the net operating loss deduction and the
effect of such deduction, and
‘A1) the determination of a short-term capital
loss and the effect of such short-term capital loss,
to the extent that such deduction or short-term
capital loss is affected by a carryback which was
not an issue in such proceeding.”
(¢) CLEricAL AMENDMENT.—The table of parts for subchapter @ of
chapter 1 is amended by striking out the item relating to part I.
SEC. 142. LIMITATIONS ON DEDUCTIONS FOR MEALS, TRAVEL, AND ENTER-
TAINMENT.
(a) BUSINESS MEALS.—

(1) In GENERAL.—Section 27} (relating to disallowance of cer-
tain entertainment, etc. expenses), as amended by section 122(d),
is amended by redesignating subsection (k) as subsection (o) and
by inserting after subsection (j) the following new subsection:

“(k) BusiNess MEALS.— i

“(1) In GeNErRAL.—No deduction shall be allowed under this
chapter for the expense of any food or beverages unless—

“lA) such expense is not lavish or extravagant under the
circumstances, and ]

““B) the taxpayer (or an employee of the taxpayer) is
present at the furnishing of such food or beverages.

“2) Exceprions.—Paragraph (1) shall not apply to any ex-
pense if subsection (a) does not apply to such ea_cpense’gwy reason
of paragraph (2), (3), (4), (?), (8), or (9) of subsection (e).

(2) TECHNICAL AMENDMENTS.—
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(A) Subsection (e) of section 27} (relating to specific excep-
tions to application of subsection (a) is amended by strik-
ing out paragraph (1) and by redesignating paragraphs (2)
through (10) as paragraphs (1) through (9), respectively.

(B) Paragraph (3) of section 274(e), as redes‘egnated by
subparagraph (A), is amended bg"‘ striking out ”paragraph
(3)” and inserting in lieu thereof ‘paragraph (2)".

(b) ADDITIONAL RESTRICTIONS ON EXPENSES FOR MEarts, TraVEL,
AND ENTERTAINMENT.—Section 27} is amended by inserting after
the subsection added by subsection (a) the following new subsec-
tions:

“(1) ADDITIONAL LIMITATIONS ON ENTERTAINMENT TICKETS.—

“(1) ENTERTAINMENT TICKETS.— )

“CA) In GENERAL.—In determining the amount allowable
as a deduction under this chapter for any ticket for any ac-
tivity or facility described in subsection (d)(9), the amount
taken into account shall not exceed the face value of such
ticket.

“‘B) EXCEPTION FOR CERTAIN CHARITABLE SPORTS
EVENTS.—Subparagraph (A) shall not apply to any ticket
for any sports event—

“0) which is organized for the primary purpose of
benefiting an organization which is described in sec-
tion 501(c)3) and exempt from tax under section 501(a),

“Gi) all of the net proceeds of which are contributed
to such organization, and

“Gi1) which utilizes volunteers for substantially all
of the work performed in carrying out such event.

“(9) SkyBOXES, ETC.—

“(A) IN GENERAL.—In the case of a skybox or other pri-
vate luxury box leased for more than 1 event, the amount
allowable as a deduction under this chapter with respect to
such _events shall not exceed the sum of the face value of
non-luxury box seat tickets for the seats in such box covered
by the lease. For purposes of the preceding sentence, 2 or
more related leases shall be treated as 1 lease.

“(B) PHASEIN.—In the case of—

“G) a taxable year beginning in 1987, the amount
disallowed under subparagraph (A) shall be % of the
amount which would be disallowed without regard to
this subparagraph, and

“(ii) in the case of a taxable year beginning in 1988,
the amount disallowed under subparagraph (A) shall
be % of the amount which would have been disallowed

. without regard to this subparagraph.”
(m)leDITIONAL LiMITATIONS ON TRAVEL EXPENSES,—
@ LUXURY WATER TRANSPORTATION, —

(A) IN GENERAL.—No deduction shall be allowed under
this chapter for expenses incurred for transportation by
water to the extent such expenses exceed twice the aggregate
per diem amounts for days of such transportation. For pur-
poses of’ the precedin_g senltence, the term ‘per diem
amounts’ means the highest amount enerally allowable
with respect to a day to employees of the executive branch
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of the Federal Government for per diem while away from

home but serving in the United States.
“(B) ExceptIoNs.—Subparagraph (A) shall not apply to—
“G) any expense allocable to a convention, seminar,
or other meeting which is held on any cruise ship, and
‘“lii) any expense to which subsection (a) does not
apply by reason of paragraph (2), (3), (4), (7). (8), or (9)

of subsection (e).

“(2) TRAVEL AS FORM OF EDUCATION.—No deduction shall be
allowed under this chapter for expenses for travel as a form of
education.

“(n) ONLY 80 PERCENT OF MEAL AND ENTERTAINMENT EXPENSES
ALLOWED AS DEDUCTION.— :
“‘l1]) IN GENERAL.—The amount allowable as a deduction
under this chapter for—
“lA) any expense for food or beverages, and
“(B) any item with respect to an activity which is of a
type generally considered to -constitute entertainment,
amusement, or recreation, or with respect to a facility used
in connection with such activity,
shall not exceed 80 percent of the amount of such expense or
item which would (but for this paragraph) be allowable as a de-
duction under this chapter.

“(9) Exceprions.—Paragraph (1) shall not apply to any ex-
pense if—

“CA) subsection (a) does not apply to such expense by
reason of paragraph (2), (3), (4), (7), (8), or (9) of subsection

“(B) in the case of an expense for food or beverages, such
expense is excludable from the gross income of the recipient
under section 132 by reason of subsection (e) thereof (relat-
ing to de minimis fringes),

“C) such expense is covered by a package involving a
ticket described in subsection (D)(1)(B), or

“(D) in the case of an expense for food or beverages before
January 1, 1989, such expense is an integral part of a
qualified meeting.

‘43 QuALIFIED MEETING.—For purposes of paragraph (2)(D),
the term ‘qualified meeting’ means any convention, seminar,
ar;lnu;lzl meeting, or similar business program with respect to
which—

“CA) an expense for food or beverages is not separately
stated,

“(B) more than 50 percent of the participants are away
from home,

“C) at least 40 individuals attend, and

“D) such food and beverages are part of a program
which includes a speaker.”

(¢) No DEpUCTION ALLOWED FOR SEMINARS, ETC., FOR SECTION
212 PURPOSES.— )

(1) INn GeNeEraL.—Subsection (h) of section 27} (relating to at-
tendance at conventions, etc.) is amended by adding at the end
thereof the following new paragraph:
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“?7) SEMINARS, ETC. FOR SECTION 212 pURPOSES.—No deduc-
tion shall be allowed under segtion 212 for expenses allocable to
vention, seminar, or similar meeting.”
¢ c(g)n TECHNICAL AMENDMENTS.—Paragraphs (1), (2), (4), and (5)
of section 274(h) are each amended— '
(A) by striking out “or 212" each place it appears, and
(B) by striking out “or to an activity described in section
212 and’” each place it appears.

(d) DENIAL OoF CHARITABLE CONTRIBUTION FOR CERTAIN TRAVEL
ExpPENSES.—Section 170 (relating to charitable, etc., contributions
and gifts) is amended by redesignating subsections (k) and (1) as sub-
sections (1) and (m), respectively, and by inserting after subsection (j)
the following new subsection:

“(k) DENIAL oF DEpUCTION FOR CERTAIN TRAVEL EXPENSES.—No
deduction shall be allowed under this section for traveling expenses
(including amounts expended for meals and lodging) while away
from home, whether paid directly or by reimbursement, unless there
is no significant element of personal pleasure, recreation, or vace-
tion in such travel.”

SEC. 143. CHANGES IN TREATMENT OF HOBBY LOSS, ETC.

(a) HoBBY Loss.—Subsection (d) of section 183 (relating to pre-
sumption) is amended—

(1) by striking out “2 or more of the taxable years in the
period of 5 consecutive taxable years” and inserting in lieu
thereof “3 or more of the taxable years in the period of 5 consec-
utive taxable years”, and

(%) by striking out the last sentence and inserting in lieu
thereof the following: “In the case of an activity which consists
in major part of the breeding, training, showing, or racing of
horses, the preceding sentence shall be applied by substituting
2’ for 3’ and ‘7’ for ‘5.

(b) TREATMENT OF RENTAL T0 EMPLOYER UNDER SECTION 280A.—
Subsection (c) of section 280A (relating to exceptions for certain busi-
ness or rer}tal use; limitation on deductions for such use) is amend-
ed by a‘fldlng at the end thereof the following new paragraph:

(6) TREATMENT OF RENTAL TO EMPLOYER.—Paragraphs (1)
and (3) shall not apply to any item which is attributable to the
rental of the dwelling unit (or any portion thereof) by the tax-
payer to his employer during any period in which the taxpayer
uses the dwelling unit (or portion) in performing services as an
employee of the employer.”

(¢) REVISION oF LIMITATION ON DEDUCTION FOR BUSINESS USE OF
HOMF_;.—-PaTagraph (5) of section 280A(c) (relating to exceptions for
certain business or rental use; limitation on deductions for such use)

is amended by striking out subpar h 1 ing in li
thereof the following: paragraph (B) and inserting in lieu

“B) ‘t‘h.e sum of—
(i) the deductions allocable to such use which are
allowable under this chapter for the taxable year

whether or not such unit (o .
used, and (or portion thereof) was so
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“(it) the deductions allocable to the trade or business
in which such use occurs (but which are not allocable
to such use) for such taxable year.

Any amount not allowable as a deduction under this chapter by
reason of the preceding sentence shall be taken into account as
a deduction (allocable to such use) under this chapter for the
succeeding taxable year.”

SEC. 144. DEDUCTION FOR MORTGAGE INTEREST AND REAL PROPERTY
TAXES ALLOWABLE WHERE PARSONAGE ALLOWANCE OR
MILITARY HOUSING ALLOWANCE RECEIVED.

Section 265 (relating to expenses and interest relating to tax-
exempt income) is amended by adding at the end thereof the follow-
ing new paragraph:

“(6) SECTION NOT TO APPLY WITH RESPECT TO PARSONAGE AND
MILITARY HOUSING ALLOWANCES.—No deduction shall be denied
under this section for interest on a mortgage on, or real property
taxes on, the home of the taxpayer by reason of the receipt of an
amount as—

“CA) a military housing allowance, or
“(B) a parsonage allowance excludable from gross income
under section 107.”

Subtitle F—Effective Dates

SEC. 151. EFFECTIVE DATES.

(¢) GENERAL RuULE.—Except as otherwise provided in this section,
the amendments made by this title shall apply to taxable years be-
ginning after December 31, 1986.

(b) UNEMPLOYMENT COMPENSATION.—The amendment made by
section 121 shall apply to amounts received after December 31, 1986,
in taxable years ending after such date.

(¢c) PrizEs AND AWARDS.—The amendments made by section 122
shall apply to prizes and awards granted after December 31, 1986.

(d) ScrHOoLARSHIPS.—The amendments made by section 123 shall
apply to taxable years beginning after December 31, 1986, but only
in the case of scholarships and fellowships granted after August 16,
1986.

(¢) PARSONAGE AND MiLiTARY HOUSING ALLOWANCES.—The
amendment made by section 144 shall apply to taxable years begin-
ning before, on, or after, December 31, 1986.

TITLE II—PROVISIONS RELATING TO
CAPITAL COST

Subtitle A—Depreciation Provisions

SEC. 201. MODIFICATION OF ACCELERATED COST RECOVERY SYSTEM.
(a) GENERAL RuULE.—Section 168 (relating to accelerated cost re-
covery system) is amended to read as follows:
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“SEC. 168. ACCELERATED COST RECOVERY SYSTEM. ] . .

“a) GENERAL RuLe.—Except as otherwise proyzded in this sec-
tion, the depreciation deduction provided by section 167(a) for any
tangible property shall be determined by using—

“(1) the applicable depreciation method,
“9) the applicable recovery period, and
“(3) the applicable convention. .

“(b) APPLICABLE DEPRECIATION Mgeraop.—For purposes of this
section—

“1) IN GENERAL.—Except as provided in paragraphs (2) and

(3), the applicable depreciation method is—

“A) the 200 percent declining balance method,

“B) switching to the straight line method for the Ist tax-
able year for which using the straight line method with re-
spect to the adjusted basis as of the beginning of such year
will yield a larger allowance.

“9) 15-YEAR AND 20-YEAR proPERTY.—In the case of 15-year
and 20-year property, paragraph (1) shall be applied by substi-
tuting ‘150 percent’ for ‘200 percent’.

“(3) PROPERTY TO WHICH STRAIGHT LINE METHOD APPLIES.—
The applicable depreciation method shall be the straight line
method in the case of the following property:

“(A) Nonresidential real property.

“(B) Residential rental property.

“(C) Property with respect to which the taxpayer elects
under paragraph (5) to have the provisions of this para-
graph apply.

“(L) SALVAGE VALUE TREATED AS zERO.—Salvage value shall
be treated as zero.

“5) ELECTION.—An election under paragraph (3)(C) may be
made with respect to 1 or more classes of property for any tax-
able year and once made with respect to any class shall apply to
all property in such class placed in service during such taxable

| year. Such an election, once made, shall be irrevocable.
(¢) APPLICABLE RECOVERY PERIOD.—For purposes of this section,

the applicable recovery period shall be determi ;
with the following ta ble:p e determined in accordance

The applicable
“In the case of: iod is:
the case o, recovery per;od t’l;
5-year property 5 yles
7-YEAT DIOPEITY....eceereeeereeerreeetsrevssrsesrissssssssssssnsssanes 7 yiars
10-year property. 10 years
15-5€Qr Property......... v ceeercrrereereaserenens 15 y ars
20-year property. 20 goa
Residential rental property 27.5 Jears
Nonresidential real property. 315 _)?:ze;r;s

“d) z“‘lIJ:'PLICABLE ConvenTION.—For purposes of this section—
(1) IN GENERAL.—Except as otherwise provided in this sub-
section, the applicable convention is the half-year convention.
(2) IjEAL PROPERTY.—In the case of—
“(A) nonresidential real property, and
(B) residential rental property,
the applicable convention is the mid-month convention.



I-41

“(3) SPECIAL RULE WHERE SUBSTANTIAL PROPERTY PLACED IN
SERVICE DURING LAST 3 MONTHS OF TAXABLE YEAR.—

“(A) In GENERAL.—Except as provided in regulations, if
during any taxable year—

“(i) the aggregate bases of property to which this sec-
tion applies and which are placed in service during the
last 8 months of the taxable year, exceed

“(ii) 40 percent of the aggregate bases of property to
which this section applies placed in service during
such taxable year,

the applicable convention for all property to which this sec-
tion _applies placed in service during such taxable year
shall be the mid-quarter convention.

“‘B) CERTAIN REAL PROPERTY NOT TAKEN INTO AC-
COUNT.—For purposes of subparagraph (A), nonresidential
real property and residential rental property shall not be
taken into account.

“t4) DEFINITIONS.—

“YfA) HALF-YEAR CONVENTION.—The half-year convention
is a convention which treats all property placed in service
during any taxable year (or disposed of during any taxable
year) as placed in service (or disposed of) on the mid-point
of such taxable year.

“(B) Mip-MoNTH CONVENTION.—The mid-month conven-
tion is a convention which treats all property placed in
service during any month (or disposed of during any
month) as placed in service (or disposed of) on the mid-
point of such month.

“lC) Mip-QUARTER CONVENTION.—The mid-quarter con-
vention is a convention which treats all property placed in
service during any quarter of a taxable year (or disposed of
during any quarter of a taxable year) as placed in service
(or disposed of) on the mid-point of such quarter.

“(e) CLASSIFICATION OF ProPERTY.—For purposes of this section—
“(1) IN GeENERAL.—Except as otherwise provided in this sub-
section, property shall be classified under the following table:

“Property shall be treated as: If such frt;perty has a class life (in
years) of:
J-year property. 4 or less
5-YAr PrOPErtY.......cocveeveirerieerierreeresnsnenns More than 4 but less than 10
7-year property.... 10 or more but less than 16
10-year property..........coercrcnrseecsvieenen 16 or more but less than 20
15-year property. 20 or more but less than 25
20-year property. 25 or more.
“(2) RESIDENTIAL RENTAL OR NONRESIDENTIAL REAL PROPER-

TY.—

“(A) RESIDENTIAL RENTAL PROPERTY.—The term ‘residen-
tial rental property’ has the meaning given such term by
section 167()(2)(B).

“‘B) NONRESIDENTIAL REAL PROPERTY.—The term
‘nonresidential real property’ means section 1250 property
which is not—

“ti) residential rental property, or
“6i1) property with a class life of less than 27.5 years.
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“3) CLASSIFICATION OF CERTAIN PROPERTY.— ,
‘““A) 3-vEAR PROPERTY.—The term ‘3-year property’ in-
cludes— L
“6i) any race horse which is more than 2 years old at
the time it is placed in service, and o
“6ii) any horse other than a race horse which is more
than 12 years old at the time it is placed in service.
“(B) 5-vear PrOPERTY.—The term ‘5-year property’ in.
cludes—
“G) any automobile or light general purpose truck,
“(ii) any semi-conductor manufacturing equipment,
“iii) any computer-based telephone central office
switching equipment, )
“liv) any qualified technological equipment,
“(v) any property used in connection with research
and experimentation, and
“(vi) any property which—
“‘D is described in paragraph (XA )wiii),
(3NA)ix), or (}) of section 48(1), or
“ID is described in paragraph (15) of section
48() and is a qualifying small power production
facility within the meaning of section 3(17)(C) of
the Federal Power Act (16 U.S.C. 796(1 7XC), as in
effect on September 1, 1986.
“CC) 7-vEaR PROPERTY.—The term ‘7-year property’ in-
cludes—
“G l) any railroad track,
“Gi) any single-purpose agricultural or horticultural
structure (within the meaning of section 48(p), and
“(iiY) any property which—
“ does not have a class life, and
“AD is not otherwise classified under paragraph
(2) or this paragraph.
“(D) 15-YEAR PROPERTY.—The term ‘15-year property’ in-
cludes—
(1) any municipal wastewater treatment plant, and
“Gi) any telephone distribution plant and compara-
ble equipment used for 2-way exchange of voice and
data communications.
“(B) 20-yEAR PROPERTY.—The term 20-year property’ in-
. cludes any municipal sewers.
. (¥ Properry To Waick Skcrion Does Nor Appry.—This sec-
tion shall not apply to—
“(1) CerTAIN METHODS OF DEPRECIATION. —Any property if—
(A) the taxpayer elects to exclude such property from the
apgllcatzon of this section, and
(B) for the Ist taxable year for which a depreciation de-

the hands of the taxpayer, the . J

. , Property is properly depreci-
ated under the unit-of-production method gr’- alrvzy rg’zeth};d of
depreciation not expressed in a term of years (other than

the retirement- - g
method). replacement-betterment method or similar
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‘(%) CERTAIN PUBLIC UTILITY PROPERTY.—Any public utility
property (within the meaning of section 167()3)(A)) if the tax-
payer does not use a normalization method of accounting.

“(3) FiLmMs AND VIDEO TAPE.—Any motion picture film or
video tape.

“(4) SounpD RECORDINGS.—Any sound recording described in
section 48(r)5).

“(5) CERTAIN PROPERTY PLACED IN SERVICE IN CHURNING
TRANSACTIONS.—

“(A) IN GENERAL.—Property—

“(i) described in paragraph (4) of section 168(e) (as in
effect before the amendments made by the Tax Reform
Act of 1986), or

“(it) which would be described in such paragraph if
such g)aragraph were applied by substituting ‘1987 for
‘1981’ and ‘1986’ for ‘1980’ each place such terms
appear.

“{B) SUBPARAGRAPH (A)(11) NOT TO ApPLY.—Clause (ii) of
subparagraph (A) shall not apply to—

“) any residential rental property or nonresidential
real property, or

“Gi) any property if, for the Ist full taxable year in
which such property is placed in service—

“aD the amount allowable as a deduction under
this section (as in effect before the date of the en-
actment of this paragraph) with respect to such
property is greater than

“dD the amount allowable as a deduction under
this section (as in effect on or after such date and
using the half-year convention) for such taxable
year.

“4g) ALTERNATIVE DEPRECIATION SYSTEM FOR CERTAIN PROPER-
TY.—
‘1) IN GENERAL.—In the case of—
“(A) any tangible property which during the taxable year
is used predominantly outside the United States,
“(B) any tax-exempt use property,
“C) any tax-exempt bond financed property,
“‘D) any imported property covered by an Executive order
under paragraph (6), and
“CE) any property to which an election under paragraph
(7) applies,
the depreciation deduction provided by section 167(a) shall be
determined under the alternative depreciation system.

“(3) ALTERNATIVE DEPRECIATION SYSTEM.—For purposes of
paragraph (1), the alternative depreciation system is deprecia-
tion determined by using—

“CA) the straight line method (without regard to salvage
value),

“(B) the applicable convention determined under subsec-
tion (d), and .

“C) a recovery period determined under the following
table:
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The recovery period

“In the case of: ] . - ;rhalll ﬁe:
(i) Property not described in clause (L;) OF (B0)uveeneearesreereasssscnssussannns e CIZSS ife.
(i) Personal property with no class life 2 years.
(iii) Nonresidential real and residential rental property............... 40 years.

“(3) SPECIAL RULES FOR DETERMINING CLASS LIFE.—

“A) TAX-EXEMPT USE PROPERTY SUBJECT TO LEASE.—In

the case of any tax-exempt use property subject to a lease,

the recovery period used for purposes of paragraph (2) shall
in no event be less than 125 percent of the lease term.

“(B) SPECIAL RULE FOR CERTAIN PROPERTY ASSIGNED TO
cLasses.—For purposes of paragraph (2), in the case of
property described in any of the following subparagraphs of
subsection (e)X3), the class life shall be determined as fol-

lows:
“If property is described The _cla..ss
in subparagraph: life is:
B)ii) 5
B)ii) 9.5
©)i) 10
(C)Gi). 15
@D)a) 2
D)ii) 24
&) 50.

“lC) QUALIFIED TECHNOLOGICAL EQUIPMENT.—In the case
of any qualified technological equipment, the recovery
period used for purposes of paragraph (2) shall be 5 years.

‘D) AuromosiLEs, Erc.—In the case of any automobile
or light general purpose truck, the recovery period used for
purposes of paragraph (2) shall be 5 years.

“(E) CERTAIN REAL PROPERTY.—In the case of any section
1245 property which is real property with no class life, the
recovery period used for purposes of paragraph (2) shall be
40 years.

“‘4) PROPERTY USED PREDOMINANTLY OUTSIDE THE UNITED
StaTES.—For purposes of this subsection, rules similar to the
rules under section 48(a)2) (including the exceptions contained
in subparagraph (B) thereof) shall apply in determining wheth-
er property is used predominantly outside the United States. In
addition to the exceptions contained in such, subparagraph (B),
there shall be excepted any satellite or other spacecraft (or any
interest therein) held by a United States person if such satellite
or gg)zc;szt was launched from within the United States.

X-EXEMPT BOND —
this b EXEM; FINANCED PROPERTY.—For purposes of

(A) IN GENERAL.—Except as otherwise provided in this
paragraph, the term ‘tax-exempt bond financed property’
means any property to the extent such property is financed
(du"ectly or indirectly) by an obligation the interest on
wi%‘lch le zxempt from tax under section 103(a).

LOCATION OF BOND PROCEEDS.—For purposes 0
;’ubpar agraph (A), the proceeds of any obl'igatign ghall b£
reated as used to finance Dbroperty acquired in connection

with the issuance of such obligation i ] )
_ gation in the order in which
such property is placed in service.
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“C) QUALIFIED RESIDENTIAL RENTAL PROJECTS.—The
term ‘tax-exempt bond financed property’ shall not include
any qualified residential rental project (within the meaning
of section 142(a)(?)).

“(6) IMPORTED PROPERTY.—

“(A) COUNTRIES MAINTAINING TRADE RESTRICTIONS OR EN-
GAGING IN DISCRIMINATORY ACTS.—If the President deter-
mines that a foreign country—

“i) maintains nontariff trade restrictions, including
variable import fees, which substantially burden
United States commerce in a manner inconsistent with
provisions of trade agreements, or

“(ii) engages in discriminatory or other acts (includ-
ing tolerance of international cartels) or policies unjus-
tifiably restricting United States commerce,

the President may by Executive order provide for the appli-
cation of paragraph (1)(D) to any article or class of articles
manufactured or produced in such foreign country for such
period as may be provided by such Executive order. Any
period specified in the preceding sentence shall not apply to
any property ordered before (or the construction, reconstruc-
tion, or erection of which began before) the date of the Ex-
ecutive order unless the President determines an earlier
date to be in the public interest and specifies such date in
the Executive order.

“(B) IMPORTED PROPERTY.—For purposes of this subsec-
tion, the term ‘imported property’ means any property if—

“G) such property was completed outside the United
States, or

“G1) less than 50 percent of the basis of such property
is attributable to value added within the United
States.

For purposes of this subparagraph, the term ‘United States’
includes the Commonwealth of Puerto Rico and the posses-
sions of the United States.

“(?) ELECTION TO USE ALTERNATIVE DEPRECIATION SYSTEM.—

“CéA) IN GENERAL.—If the taxpayer makes an election
under this paragraph with respect to any class of property
for any taxable year, the alternative depreciation system
under this subsection shall apply to all property in such
class placed in service during such taxable year. Notwith-
standing the preceding sentence, in the case of nonresiden-
tial real property or residential rental property, such elec-
tion may be made separately with respect to each property.

“‘B) ELECTION IRREVOCABLE.—An election under sub-
paragraph (A), once made, shall be irrevocable.

“(h) Tax-Exempt USE PROPERTY.—
“t1) In geNEraL.—For purposes of this section—

‘“lA) PROPERTY OTHER THAN NONRESIDENTIAL REAL PROP-
ERTY.—Except as otherwise provided in this subsection, the
term ‘tax-exempt use property’ means that lportwn of any
tangible property (other than nonresidential real property)
leased to a tax-exempt entity.

“(B) NONRESIDENTIAL REAL PROPERTY.—
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“G) In ceNEraL.—In the case of nonresi’dentlal real
property, the term ‘tax-exempt use property means that
portion of the property leased to a tax-exempt entity in
a disqualified lease. }

“Gii) DISQUALIFIED LEASE.—For purposes of this sub.
paragraph, the term ‘disqualified lease’ means any
lease of the property to a tax-exempt entity, but only
g “0) part or all of the property was inanced (di-
rectly or indirectly) by an obligation the interest on
which is exempt from tax under section 103(a) and
such entity (or a related entity) participated in
such financing, ) _

“(I) under such lease there is a fixed or determi-
nable price purchase or sale option which involves
such entity (or a related entity) or there is the
equivalent of such an option,

“(ID such lease has a lease term in excess of 20
years, or

“0V) such lease occurs after a sale (or other
transfer) of the property by, or lease of the property
from, such entity (or a related entity) and such
property has been used by such entity (or a related
entity) before such sale (or other transfer) or lease.

“(iii) 35-PERCENT THRESHOLD TEST.—Clause (i) shall
apply to any property only if the portion of such proper-
ty leased to tax-exempt entities in disqualified leases is
more than 35 percent of the property.

“Giv) TREATMENT OF IMPROVEMENTS.—For purposes
of this subparagraph, improvements to a property
(other than land) shall not be treated as a separate
property.

“(v) LEASEBACKS DURING 1ST 3 MONTHS OF USE NOT
TAKEN INTO ACCOUNT.—Subclause (IV) of clause (ii)
shall not apply to any property which is leased within
8 months after the date such property is first used by

. the tax-exempt entity (or a related entity).
© EXCEPTION FOR SHORT-TERM LEASES.—

() IN GENERAL.—Property shall not be treated as
tax-exempt use property merely by reason of a short-
term lease.

@ (;l) SH‘O’I:’T-TERM LEASE,—For purposes of clause (i),
v ific?znir; _._s' ort-term lease’ means any lease the term of
“D less than 8 years, and
“ >
(D) less thap the greater of 1 year or 30 percent
I of the property’s present class life.
u:li tIZze case of nonresidential real property and property
no present class life, subclause (II) shall not

apply.

[{y

(D) EXCEPTION WHERE PROPERTY USED IN UNRELATED
T}I:ADE OR BUSINESS.—The term ‘tax-exempt use roperty’
shall not include any portion of a property if suc/{J portion
is predominantly used by the tax-exempt entity (directly or
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through a partnership of which such entity is a partner) in
an unrelated trade or business the income of which is sub-
Ject to tax under section 511. For purposes of subparagraph
(B)Giii), any portion of a property so used shall not be treat-
ed as leased to a tax-exempt entity in a disqualified lease.

“(E) NONRESIDENTIAL REAL PROPERTY DEFINED.—For pur-
poses of this paragraph, the term ‘nonresidential real prop-
erty’ includes residential rental property.

“(2) TAX-EXEMPT ENTITY.—

“ltA) IN GENERAL.—For purposes of this subsection, the
term ‘tax-exempt entity’ means—

“6) the United States, any State or political subdjvi-
sion thereof, any possession of the United States, or z;ny
agency or instrumentality of any of the foregoing,

enc Lent .

(it) an organization (other than a cooperative de-
scribed in section 521) which is exempt from tax im-
posed by this chapter, and

“lii) any foreign person or entity.

‘‘B) EXCEPTIONS FOR CERTAIN PROPERTY SUBJECT TO
UNITED STATES TAX AND USED BY FOREIGN PERSON OR
ENTITY.—

“l) INCOME FROM PROPERTY SUBJECT TO UNITED
STATES TAX.—Clause (iii) of subparagraph (A) shall not
apply with respect to any property if more than 50 per-
cent of the gross income for the taxable year derived by
the foreign person or entity from the use of such proper-
ty is—

“d) subject to tax under this chapter, or
‘4D included under section 951 in the gross
income of a United States shareholder for the tax-
able year with or within which ends the taxable
year of the controlled foreign corporation in which
such income was derived.
For purposes of the preceding sentence, any exclusion or
exemption shall not apply for purposes of determining
the amount of the gross income so derived, but shall
apply for purposes of determining the portion of such
gross income subject to tax under this chapter.

“ii) MoviEs AND SOUND RECORDINGS.—Clause (iit) of
subparagraph (A) shall not apply with re;pect to any
qualified film (as defined in section 48(k)1)B)) or any
sound recording (as defined in section 48(rX5).

“C) FOREIGN PERSON OR ENTITY.—For purposes of this
paragraph, the term ‘foreign person or entity’ means—

“li) any foreign government, any international orga-
nization, or any agency or instrumentality of any of the
foregoing, and

“1i) any person who is not a United States person.

Such term does not include any foreign partnership or
other foreign pass-thru entity.

““D) TREATMENT OF CERTAIN TAXABLE INSTRUMENTAL-
rries.—For purposes of this subsection, a corporation shall
not be treated as an instrumentality of the United States or
of any State or political subdivision thereof if—
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“G) all of the activities of such corporation are sub-
Jject to tax under this chapter, and
“ii) @ majority of the board of directors of such cor-
poration is not selected by the United States or any
State or political subdivision thereof.
‘“E) CERTAIN PREVIOUSLY TAX-EXEMPT ORGANIZATIONS.—

“4) IN GENERAL.—For purposes of this subsection, an
organization shall be treated as an organization de-
scribed in subparagraph (A)ii) with respect to any
property (other than property held by such organiza-
tion) if such organization was an organization (other
than a cooperative described in section 521) exempt
from tax imposed by this chapter at any time during
the 5-year period ending on the date such property was
first used by such organization. The preceding sentence
and subparagraph (D)ii) shall not apply to the Federal
Home Loan Mortgage Corporation.

“(ii) ELECTION NOT TO HAVE CLAUSE (I) APPLY.—

“ID IN GENERAL.—In the case of an organization
formerly exempt from tax under section 50I(a) as
an organization described in section 501(ck19)
clause (i) shall not apply to such organization with
respect to any property if such organization elects
not to be exempt from tax under section 501(a)
during the tax-exempt use period with respect to
such property.

“I) Tax-ExempT USE PERIOD.—For purposes of
subclause (I), the term ‘tax-exempt use period’
means the period beginning with the taxable year
in which the property described in subclause (I) is
first used by the organization and ending with the
close of the 15th taxable year following the last
taxable year of the applicable recovery period of
such property.

“(ID ErEectioN.—Any election under subclause
(1), once made, shall be irrevocable.

“(itt) TREATMENT OF SUCCESSOR ORGANIZATIONS.—
ftny organization which is engaged in activities sub-
stantially similar to those engaged in by a predecessor
gl:él;anzzatzonhshall succeed to the treatment under this

’ X(D.a;a%rap of such predecessor organization.

W/ LIRST USED.—For purposes of this subpara-
graph, property shall be treated as first used by the or-
ganization—

‘D when the property is first pla 1 ;
un‘t‘ier a lease to suc}f organiz{ztionf) orced  seruiee

() in the case of property leased to (or held by)

a partnership (or other pass-thru entity) in which

the organization is a member, the later of when

such property is first used by such partnership or

pass-thru entity or when such organization is first

“3) Serct fLmember of such partnership or pass-thru entity.
G RULES FOR CERTAIN HIGH TECHNOLOGY EQUIP-
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“CtA) EXEMPTION WHERE LEASE TERM IS 5 YEARS OR
LESS.—For purposes of this section, the term ‘tax-exempt use
property’ shall not include any qualified technological
equipment if the lease to the tax-exempt entity has a lease
term of 5 years or less.

‘(B) EXCEPTION FOR CERTAIN PROPERTY.—

“G) IN ceNERAL.—For purposes of subparagraph (A),
the term ‘qualified technological equipment’ shall not
include any property leased to a tax-exempt entity if—

“(D part or all of the property was financed (di-
rectly or indirectly) by an obligation the interest on
which is exempt from tax under section 103(a),

“dD such lease occurs after a sale (or other
transfer) of the property by, or lease of such proper-
ty from, such entity (or related entity) and such
property has been used by such entity (or a related
entity) before such sale (or other transfer) or lease,
or

“aID such tax-exempt entity is the United States
or any agency or instrumentality of the United
States.

“(it) LEASEBACKS DURING 1ST 3 MONTHS OF USE NOT
TAKEN INTO ACCOUNT.—Subclause (II) of clause (i) shall
not apply to any property which is leased within 3
months after the date such property is first used by the
tax-exempt entity (or a related entity).

“() RELATED ENTITIES.—For purposes of this subsection—

“tA)i) Each governmental unit and each agency or in-
strumentality of a governmental unit is related to each
other such unit, agency, or instrumentality which directly
or indirectly derives its powers, rights, and duties in whole
or in part from the same sovereign authority.

“liv) For purposes of clause (1), the United States, each
State, and each possession of the United States shall be
treated as a separate sovereign authority.

“(B) Any entity not described in subparagraph (A)i) is re-
lated to any other entity if the 2 entities have—

“G) significant common purposes and substantial
common membership, or

“Gv) directly or indirectly substantial common direc-
tion or control.

“lC)i) An entity is related to another entity if either
entity owns (directly or through 1 or more entities) a 50 per-
cent or greater interest in the capital or profits of the other
entity.

“(iJi’) For purposes of clause (i), entities treated as related
under subparagraph (A) or (B) shall be treated as 1 entity.

‘D) An entity is related to another entity with respect to
a transaction if such transaction is part of an attempt by
such entities to avoid the application of this subsection.

“5) TAX-EXEMPT USE OF PROPERTY LEASED TO PARTNERSHIPS,
ETC., DETERMINED AT PARTNER LEVEL.—For purposes of this
subsection—
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“léA) In GENERAL.—In the case of any property w}{”c’l 1
leased to a partnership, the determination of whet ifrl;my
portion of such property is tax-exempt use property sha be
made by treating each tax-exempt entity partners propor-
tionate share (determined under paragraph (6)XC)) of such
property as being leased to such partner.

“(B) OTHER PASS-THRU ENTITIES; TIERED ENTITIES.—Rules
similar to the rules of subparagraph (A) shall also apply in
the case of any pass-thru entity other than a partnership
and in the case of tiered partnerships and other entities.

“(C) PRESUMPTION WITH RESPECT TO FOREIGN ENTITIES.—
Unless it is otherwise established to the satisfaction of the
Secretary, it shall be presumed that the partners of a for-
eign partnership (and the beneficiaries of any other foreign
pass-thru entity) are persons who are not United States per-
sons.

“(6) TREATMENT OF PROPERTY OWNED BY PARTNERSHIPS,
ETC.—

“A) In GeNerAaL.—For purposes of this subsection, if— ‘

“t) any property which (but for this subparagraph) I
not tax-exempt use property is owned by a partnership
which has both a tax-exempt entity and a person who
is not a tax-exempt entity as partners, and

“Gii) any allocation to the tax-exempt entity of part-
nership items is not a qualified allocation,

an amount equal to such tax-exempt entity’s proportionate
share of such property shall (except as provided in para-
graph (1XD)) be treated as tax-exempt use property.

“B) QuaLiFiED ALLOCATION.—For purposes of subpara-
graph (A), the term ‘qualified allocation’ means any alloca-
tion to a tax-exempt entity which—

“G) is consistent with such entity’s being allocated
the same distributive share of each item of income,
gain, loss, deduction, credit, and basis and such share
remains the same during the entire Dperiod the entity is
a partner in the partnership, and

“Gi) has substantial economic effect within the
meaning of section 704(b)(2).

For purposes of this subparagraph, items allocated wnder
section 704(c) shall not be taken into account.

“© DETERMINATION OF PROPORTIONATE StaRE, —

(v) IN GENERAL.—For purposes of subparagraph (A),
a tax-exempt entity’s proportionate share of any proper-
ty owned by a partnership shall be determined on the
basis of such entity’s 'share' of partnership items of
icome or gain (excluding gain allocated under section
87 }%icg), whichever results in the largest proportionate

“GY) DeTERMINATION WHERE ALLOCATIONS VARY.—

2r purposes of clause (i), if o tax-exempt entity’s share
gfl'lpartnersth items (_)f income or gain (excluding gain
ocated under section 704(c) may vary during the
period such entity is a partner in the bpartnership, such
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share shall be the highest share such entity may re-
cetve.

“D) DETERMINATION OF WHETHER PROPERTY USED IN UN-
RELATED TRADE OR BUSINESS.—For purposes of this subsec-
tion, in the case of any property which is owned by a part-
nership which has both a tax-exempt entity and a person
who is not a tax-exempt entity as partners, the determina-
tion of whether such property is used in an unrelated trade
or business of such an entity shall be made without regard
to section 514.

‘“‘E) OTHER PASS-THRU ENTITIES; TIERED ENTITIES.—Rules
similar to the rules of subparagraphs (A), (B), (C), and (D)
shall also apply in the case of any pass-thru entity other
than a partnership and in the case of tiered partnerships
and other entities.

‘(F) TREATMENT OF CERTAIN TAXABLE ENTITIES.—

“t) In GENERAL.—For purposes of this paragraph
and paragraph (5), except as otherwise provided in this
subparagraph, any tax-exempt controlled entity shall
be treated as a tax-exempt entity.

“tii) ErLectioNn.—If a tax-exempt controlled entity
makes an election under this clause—

‘) such entity shall not be treated as a tax-
exempt entity for purposes of this paragraph and
paragraph (5), and

“dl) any gain recognized by a tax-exempt entity
on any disposition of an interest in such entity
(and any dividend or interest received or accrued
by a tax-exempt entity from such tax-exempt con-
trolled entity) shall be treated as unrelated busi-
ness taxable income for purposes of section 511.

Any such election shall be irrevocable and shall bind
all tax-exempt entities holding interests in such tax-
exempt controlled entity. For purposes of subclause (II),
there shall only be taken into account dividends which
are properly allocable to income of the tax-exempt con-
trolled entity which was not subject to tax under this
chapter.

“iii) TAX-EXEMPT CONTROLLED ENTITY.—-

“‘D IN GENERAL.—The term ‘tax-exempt con-
trolled entity’ means any corporation (which is not
a tax-exempt entity determined without regard to
this subparagraph and paragraph (2XE)) if 50 per-
cent or more (in value) of the stock in such corpora-
tion is held by 1 or more tax-exempt entities (other
than a foreign person or entity).

“II) Only 5-percent shareholders taken into ac-
count in case of publicly traded stock.—For pur-
poses of subclause (I), in the case of a corporation
the stock of which is publicly traded on an estab-
lished securities market, stock held by a tax-
exempt entity shall not be taken into account
unless such entity holds at least 5 percent (in
value) of the stock in such corporation. For pur-



I-52

subclause, related entities (within the

poses of this hall be treated as 1

meaning of paragraph (4) s

entity. . . hi
“ n 318 to apply.—For purposes of this
claziIsIeI) gec;(;?c-exempt egtity shall be treated as
holdirig stock which it holds through application
of section 318 (determined without regard to the
50-percent limitation contained in subsection

reof). o
“G) Rfé%g)zgifs. —];)7'07' purposes of determining whether
there is a qualified allocation under subparagraph (B), the
regulations prescribed under paragraph (8) for purposes of

3 h
this pcﬁfgﬂ%ll set forth the proper treatment for partner-

] aranteed payments, and .
Shl‘{;igumay provﬁiey for the exclusion or segregation of
items. . . i ’

“7) LEase.—For purposes of this subsection, the term ‘lease
includes any grant of a right to use property. .

“(8) RecuLaTIONS.—The Secretary shall prescribe such regu-
lations as may be necessary or appropriate to carry out the pur-
poses of this subsection. .

“() DEFINITIONS AND SPECIAL RULES.—For purposes of this sec-
tion—

“(1) CLASS LIFE.— ] .

“(A) IN GeNERAL.—Except as provided in this section, the
term ‘class life’ means the class life (if any) which would be
applicable with respect to any property as of January I,
1986, under subsection (m) of section 167 (determined with-
out regard to paragraph (4) thereof and as if the taxpayer
had made an election under such subsection).

“B) SECRETARIAL AuTHORITY.—The Secretary, through
an office established in the Treasury—

“G) shall monitor and analyze actual experience with
respect to all depreciable assets, and
(ii) except in the case of residential rental property
or nonresidential real property—
“) may prescribe a new class life for any proper-
ty,
“D) in the case of assigned property, may
modify any assigned item, or

“I11) may prescribe a class life for any property
which does not have a class life within the mean-
ing of subparagraph (A).

Any class life or assigned item prescribed or modified
under the preceding sentence shall reasonably reflect the
anticipated useful life, and the anticipated decline in value
over time, of the property to the industry or other group.

y (C) EFFECT OF MODIFICATION.—A ny class life or assigned
tem with respect to any property prescribed or modified
u”_loder tSUbPa" agra{:h (B) slfall be used in classifying such
p o under subsection (e) and in applying subsection (g).

O MODIFI
JANUARY 1, 1 002 TICATION OF ASSIGNED PROPERTY BEFORE
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“G) IN GENERAL.—Except as otherwise provided in
this subparagraph, the Secretary may not modify an
assigned item under subparagraph (B)ii)XID) for any as-
signed property which is placed in service before Janu-
ary 1, 1992.

“(ii) EXCEPTION FOR SHORTER CLASS LIFE.—In the
case of assigned property which is placed in service
before January 1, 1992, and for which the assigned
item reflects a class life which is shorter than the class
life under subparagraph (A), the Secretary may modify
such assigned item under subparagraph (B)G)ID if
such modification results in an item which reflects a
shorter class life than such assigned item.

“(E) ASSIGNED PROPERTY AND ITEM.—For purposes of this
paragraph—

“6i) AssiGNED PROPERTY.—The term ‘assigned proper-
ty’ means property for which a class life, classification,
or recovery period is assigned under subsection (e)3) or
subparagraph (B), (C), or (D) of subsection (g)(3).

“tii) AssiGNED 1TEM.—The term ‘assigned item’ means
the class life, classification, or recovery period assigned
under subsection (e)3) or subparagraph (B), (C), or (D) of
subsection (g)3).

‘“2) QUALIFIED TECHNOLOGICAL EQUIPMENT.—

“A4) IN GENERAL.—The term ‘qualified technological
equipment’ means—

“(i) any computer or peripheral equipment,

“ii) any high technology telephone station equipment
installed on the customer's premises, and

“liti) any high technology medical equipment.

“(B) COMPUTER OR PERIPHERAL EQUIPMENT DEFINED.—
For purposes of this paragraph—

“() IN GENERAL.—The term ‘computer or peripheral
equipment’ means—

“a) any computer, and

“dI) any related peripheral equipment.

“titi) CompUTER.—The term ‘computer’ means a pro-
grammable electronically activated device which—

“(I) is capable of accepting information, applying
prescribed processes to the information, and sup-
plying the results of these processes with or with-
out human intervention, and

“UD) consists of a central processing unit con-
taining extensive storage, logic, arithmetic, and
control capabilities.

“liii) RELATED PERIPHERAL EQUIPMENT.—The term
‘related peripheral equipment’ means any auxiliary
machine (whether on-line or off-line) which is designed
to be placed under the control of the central processing
unit of a computer. )

“(iv) ExcepTIONS.—The term ‘computer or peripheral
equipment’ shall not include— )

“I) any equipment which is an integral part of
other property which is not a computer,
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“II) typewriters, calculators, adding and ac-
counting machines, copiers, duplicating equipment,
and similar equipment, ana ) .

“IID) equipment of a kind used primarily for
amusement or entertainment of the user.

“C) HiGH TECHNOLOGY MEDICAL EQUIPMENT.—For dP,ur-
poses of this paragraph, the term high technology medical
equipment’ means any electronic, e@ectromechamc.al, or
computer-based high technology equipment used in the
screening, monitoring, observation, diagnosis, or treatment
of patients in a laboratory, medical, or hospital environ-
ment.

“3) LEASE TERM.— )

“A) IN GENERAL.—In determining a lease term—

“) there shall be taken into account options to
renew, and

“4i) 2 or more successive leases which are part of the
same transaction (or o series of related transactions)
with respect to the same or substantially similar prop-
erty shall be treated as I lease.

“{B) SPECIAL RULE FOR FAIR RENTAL OPTIONS ON NONRE-
SIDENTIAL REAL PROPERTY OR RESIDENTIAL RENTAL PROPER-
ry.—For purposes of clause (i) of subparagraph (A), in the
case of nonresidential real property or residential rental
property, there shall not be taken into account any option to
reneu; at fair market value, determined at the time of re-
newal.

“(44) GENERAL ASSET AccOUNTS.—Under regulations, a taxpay-
er may maintain 1 or more general asset accounts for any prop-
erty to which this section applies. Except as provided in regula-
tions, all proceeds realized on any disposition of property in a
general asset account shall be included in income as ordinary
tncome.

“(6) Crances IN USE.—The Secretary shall, by regulations,

provide for the method of determining,%'he deduci?zfon %lowab_le
under section 167(a) with respect to any tangible property for
any taxable year (and the succeeding taxable years) during
which such property changes status under this section but con-
tm{ftes to be held by the same person.
ERT(E)_Z}I:ZE?’fglENTS OF ADDITIONS OR IMPROVEMENTS TO PROP-
prope‘rtgf— case of any addition to (or improvement of) any
(A) any deduction under subsection (a) for such addition
02 tmprovement shall be computed in the same manner as
the deduction for such property would be computed if such
property had been placed in service at the same time as
such addition or tmprovement, and

. “(B) the applicable recovery period it
tmprovement shall begin on ;t’yw].}ater O;o_r such addition or

{943
(1) the date on which such additi 3
1 itio -
me‘{z'tj is placed in service, or " (or improve
(i) the date on which the property with respect lo

which such addition (or impro .
¢ vement,
Placed in service. P ) was made i
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“(?) TREATMENT OF CERTAIN TRANSFEREES.—

~ “CA) In GeNERAL.—In the case of any property transferred
in a transaction described in subparagraph (B), the trans-
feree shall be treated as the transferor for purposes of com-
puting the depreciation deduction determined under this
section with respect to so much of the basis in the hands of
the transferee as does not exceed the adjusted basis in the
hands of the transferor.

“(B) TRANSACTIONS COVERED.—The transactions de-
scribed in this subparagraph are any transaction described
in section 332, 351, 361, 371(a), 374(a), 721, or 731. Subpara-
graph (A) shall not apply in the case of a termination of a
partnership under section 708(b)(1)(B).

“(C) PROPERTY REACQUIRED BY THE TAXPAYER.—Under
regulations, property which is disposed of and then reac-
quired by the taxpayer shall be treated for purposes of com-
puting the deduction allowable under subsection (a) as if
such property had not been disposed of.

“(D) Exceprion.—This paragraph shall not apply to any
transaction to which subsection (fX5) applies (relating to
churning transactions).

“(8) TREATMENT OF LEASEHOLD IMPROVEMENTS.—In the case
of any building erected (or improvements made) on leased prop-
erty, if such building or improvement is property to which this
section applies, the depreciation deduction shall be determined
under the provisions of this section.

“(9) NORMALIZATION RULES.—

““A) In GENERAL.—In order to use a normalization
method of accounting with respect to any public utility
property for purposes of subsection (f)(2)—

@) the taxpayer must, in computing its tax expense
for purposes of establishing its cost of service for rate-
making purposes and reflecting operating results in its
regulated books of account, use a method of deprecia-
tion with respect to such property that is the same as,
and a depreciation period for such property that is no
shorter than, the method and period used to compute
its depreciation expense for such purposes; and

“Gv) if the amount allowable as a deduction under
this section with respect to such property differs from
the amount that would be allowable as a deduction
under section 167 (determined without regard to section
167(1) using the method (including the period, first
and last year convention, and salvage value) used to
compute regulated tax expense under clause (i), the tax-
payer must make adjustments to a reserve to reflect the
deferral of taxes resulting from such difference.

‘YB) USE OF INCONSISTENT ESTIMATES AND PROJECTIONS,
ETC.—

“G) IN GENERAL.—One way in which the require-
ments of subparagraph (A) are not met is if the taxpay-
er, for ratemaking purposes, uses a procedure or adjust-
ment which is inconsistent with the requirements of
subparagraph (A).
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ISTENT ESTIMATES AND PROJEC-

[N IN'S. p
i) Use oF INCO and adjustments which are to

. —The procedures (
gzoz;rrseated ag inconsistent for purposes of clause (i)
shall include any procedure or adjustment for ratemak-
ing purposes which uses an estimate or projection of

taxpayer’s tax expense, depreciation expense, or re-
;Zreve fgrydeferred taxes under subparagraph (A)ii)
unless such estimate or projection is also used, for rate-
making purposes, with respect to the other 2 such items
and with respect to the rate base.

“Gii) REGULATORY AUTHORITY.—The Secretary may
by regulations prescribe procedures and adjustments (in
addition to those specified in clause (it)) which are to
be treated as inconsistent for purposes of clause (i).

““C) PusLic UTILITY PROPERTY WHICH DOES NOT MEET
NORMALIZATION RULES.—In the case of any public utility
property to which this section does not apply by reason of
subsection (f(2), the allowance for depreciation under sec-
tion 167(a) shall be an amount computed using the method
and period referred to in subparagraph (A)G).

‘“10) Pusric uriLity PROPERTY.—The term ‘public utility
‘zlagc;l()le)?g(;l)has the meaning given such term by section

‘U11) RESEARCH AND EXPERIMENTATION.—The term ‘research
and experimentation’ has the same meaning as the term re-
search and experimental has under section 174.

‘“192) SECTION 1245 AND 1250 PROPERTY.—The terms ‘section
1245 property’ and ‘sectiqn 1250 property’ have the meanings
§w’€n such terms by sections 1245(a)(3) and 1250(c), respective-
y.

(b) SysteEM USED FOR PURPOSES OF EARNINGS AND PROFITS.—
Paragraph (3) of section 312(k) is amended to read as follows:

““8) .EXCEPTION FOR TANGIBLE PROPERTY.—

(A) In GENERAL.—Except as provided in subparagraph
(B), in the case of tangible property to which section 168 ap-
plies, the adjustment to earnings and profits for deprecia-
ilon for any taxable year shall be determined under the al-
t(i?g‘ ;‘%,’é‘; g)‘?g)lj" eciation system (within the meaning of sec-

(B) TREATMENT OF AMOUNTS DEDUCTIBLE UNDER SEC-
Tf‘o?tng.—F or _purposes of computing the earnings and
Projus of a corporation, any amount deductible under sec-
tion 179 shall be allowed qs q deducti
period of 5 taxable years (beginn; ik tplably over the

; ginning with the taxable year

for which such amount is d, ) 1
(¢) CONTINUATION OF RULES RELA%JZ\trguble Voron stion 179

oG, EasES.—Section 7701 is amended by redesignating subsec.
lowin section (i) and by inserting after subsectio (@) the fol-
g new subsection; n (g) the fo

(13
(h) Motor VEHICLE OPERATING LEASES.—

(1) IN GENERAL.—For purposes of this title, in the case of a

qualified motor vehicle o ; :
terminal rental adjustmer{;eg‘llclez‘;g_agreement which contains a
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“(A) such agreement shall be treated as a lease if (but for
such terminal rental adjustment clause) such agreement
would be treated as a lease under this title, and

“UB) the lessee shall not be treated as the owner of the
property subject to an agreement during any period such
agreement is in effect.

‘99 QUALIFIED MOTOR VEHICLE OPERATING AGREEMENT DE-
FINED.—For purposes of this subsection—

“tA) IN GENERAL.—The term ‘qualified motor vehicle op-
erating agreement’ means any agreement with respect to a
motor vehicle (including a trailer) which meets the require-
ments of subparagraphs (B), (C), and (D) of this paragraph.

‘“‘B) MINIMUM LIABILITY OF LESSOR.—An agreement
meets the requirements of this subparagraph if under such
agreement the sum of—

“G) the amount the lessor is personally liable to
repay, and

“(ti) the net fair market value of the lessor’s interest
in any property pledged as security for property subject
to the agreement,

equals or exceeds all amounts borrowed to finance the ac-
quisition of property subject to the agreement. There shall
not be taken into account under clause (ii) any property
pledged which is property subject to the agreement or prop-
erty directly or indirectly financed by indebtedness secured
by property subject to the agreement.

“C) CERTIFICATION BY LESSEE; NOTICE OF TAX OWNER-
SHIP.—An agreement meets the requirements of this sub-
paragraph if such agreement contains a separate written
statement separately signed by the lessee—

“(t) under which the lessee certifies, under penalty of
perjury, that it intends that more than 50 percent of
the use of the property subject to such agreement is to
be in a trade or business of the lessee, and

“lii) which clearly and legibly states that the lessee
has been advised that it will not be treated as the
owner of the property subject to the agreement for Fed-
eral income tax purposes.

“(D) LESSOR MUST HAVE NO KNOWLEDGE THAT CERTIFICA-
TION IS FALSE.—An agreement meets the requirements of
this subparagraph if the lessor does not know that the cer-
tification described in subparagraph (C)i) is false.

“3) TERMINAL RENTAL ADJUSTMENT CLAUSE DEFINED.—

“CA) IN GENERAL.—For purposes of this subsection, the
term ‘terminal rental adjustment clause’ means a provision
of an agreement which permits or requires the rental price
to be adjusted upward or downward by reference to the
amount realized by the lessor under the agreement upon
sale or other disposition of such property.

“‘B) SPECIAL RULE FOR LESSEE DEALERS.—The term ‘ter-
minal rental adjustment clause’ also includes a provision
of an agreement which requires a lessee who is a dealer in
motor vehicles to purchase the motor vehicle for a predeter-
mined price and then resell such vehicle where such provi-
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sion achieves substantially the same results as a provision

described in sg bparagTapC’;l X‘Ill;.l;l’VDMENTS
ND CONFORMIN /TS.— )
@ nglisl\ggﬁéﬁ 167.—Paragraph (4) of section 167(m) (relating to
termination of class lives) is amended to read as follows:
“4) TerMINATION.—This subsection shall not c’z’pply with re-
spect to any property to which section 168 applies.
(2) SECTION 178.—
(A) Section 178 is amended to read as follows:
“SEC. 178. AMORTIZATION OF COST OF ACQUIRING A LEASE.

“la) GENERAL RULE.—In determining the amount of the deduc-
tion allowable to a lessee of a lease for any taxable year for amorti-
zation under section 167, 169, 179, 185, 190, 193, or 194 in respect of
any cost of acquiring the lease, the term of the lease shall be treated
as including all renewal options (and any other period for which
the parties reasonably expect the lease to be renewed) if less than 75
percent of such cost is attributable to the period of the term of the
lease remaining on the date of its acquisition.

“(b) CErTAIN PERIODS ExcLupep.—For purposes of subsection (o),
in determining the period of the term of the lease remaining on the
date of acquisition, there shall not be taken into account any period
for which the lease may subsequently be renewed, extended, or con-
tinued pursuant to an option exercisable by the lessee.”

(B) The table of sections for part VI of subchapter B of
chapter 1 is amended by striking out the item relating to
section 178 and inserting in lieu thereof the following new
ttem:

“Sec. 178. Amortization of cost of acquiring a lease.”

(3) SECTION 179.—Paragraph (8) of section 179(d) is amended
to read as follows:

‘“48) TREATMENT OF PARTNERSHIPS AND S CORPORATIONS.—In
the case of a partnership, the limitations of subsection (b) shall
appfy wzflh r:esplect tolthehp?lrtnership and with respect to each
bpartner. A similar rule shall apply in ¢t .
tion and its shareholders.” PPiy i the case of an § corpora

ey S(EAC)TION 280F. —

Paragraph (2) of secti 3 a-

Wy is(amended— f section 280F(a) (relating to deprecia

1) by striking out clauses (i) and (ii) of subparagraph

(A) thereof and inserting in liey thereo{‘: thepfollg)il:tg
new clauses:

peri(cl))d,$2’560 for the Ist taxable Year in the recovery

peri(:)lé, $4,100 for the 2nd taxable year in the recovery

peri(:)z,) fij‘so for the 3rd taxable year in the recovery

“Gv) $1.475 . .
recovery Periodf?’raféh succeeding taxable year in the

>

(i) by striking out “$4,800” each place it appears in

sub, ; . .
“$Jia7r;§raph (B) thereof and inserting in lieu thereof
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(B) Subparagraph (A) of section 280F(b)(3) (relating to re-
capture) 1s amended by striking out ‘“the straight line
method over the earnings and profits life” and inserting in
lieu thereof ‘“‘section 168(g) (relating to alternative deprecia-
tion system,)”.

(C) Paragraph (§) of section 280F(b) (relating to defini-
tions) is amended to read as follows:

“t4) PROPERTY PREDOMINANTLY USED IN QUALIFIED BUSINESS
Use.—For purposes of this subsection, property shall be treated
as predominantly used in a qualified business use for any tax-
able year if the business use percentage for such taxable year ex-
ceeds 50 percent.”

(D) Paragraph (4) of section 280F(c) is amended by strik-
ing out “section 168(G)6)B)” and inserting in lieu thereof
“section 168G )(3)(A)”".

(E) Paragraph (1) of section 280F(d) is amended by strik-
ing out ‘recovery deduction” and inserting in lieu thereof
“depreciation deduction”.

(F) Paragraph (2) of section 280F(d) is amended—

(i) by striking out ‘recovery deduction” and inserting
in lieu thereof “‘depreciation deduction”, and

(i) by striking out “use described in section 168(c)1)
(defining recovery property)” and inserting in lieu
thereof “‘use in a trade or business (including the hold-
ing for the production of income)”.

(G) Clause (iv) of section 280F(d)4)A) is amended by
striking out ‘“section 1 6'8gj)(5)(D)” and inserting in lieu
thereof “section 168(i)(2)(B)".

(H) Paragraph (8) of section 280F(d) (defining unrecovered
basis) is amended to read as follows:

“(8) UNRECOVERED BASIS.—For purposes of subsection (a)?2),
the term ‘unrecovered basis’ means the adjusted basis of the
passenger automobile determined after the application of sub-
section (a) and as if all use during the recovery period were use
in a trade or business (including the holding of property for the
production of income).”

a Paragraph (10) of section 280F(d) is amended by strik-
ing out “ notwithstanding any regulations prescribed
under section 168(fX(7),”.

(J) Paragraph (2) of section 280F(b) is amended by strik-
ing out “the straight line method over the earnings and
profits life for such property” and inserting in lieu thereof
“section 168(g) (relating to alternative depreciation
system)”.

(K) Subsections (a) and (b) of section 280F are amended
by striking out ‘“recovery deduction’ each place it appears
and inserting in lieu thereof “depreciation deduction’.

(5) SECTION 291.—

(A) Subparagraph (A) of section 291(a)1) is amended by
striking out “or section 1245 recovery property’.

(B) Paragraph (1) of section 291(c) is amended to read as

ollows:

“(If) ACCELERATED COST RECOVERY DEDUCTION.—Section 168
shall apply with respect to that portion of the basis of any prop-
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aken into account under section 169 by reason of sub-

erty not t

section (@)8).” . e
(C) Section 291(e)(?) is amended by striking out ', ‘section

1245 recovery property’,”’ and *, section 1245(a)(5), ",
(6) SECTION 219 —Paragraph (4) of section 319(k) is amended
by striking out the last sentence.
(?) SECTION 465.— _ .

(A) Subparagraph (C) of section 465(b)3) is amended to
read as follows: ) )

“(C) RELATED PERSON.—For purposes of this subsection, a
person (hereinafter in this paragraph referred to as the ‘re-
lated person’) is related to any person if—

“) the related person bears a relationship to such
person specified in section 267(b) or section 707(b)(1), or
“(i) the related person and such person are engaged
in trades or business under common control (within the
meaning of subsections (a) and () of section 52).
For purposes of clause (i), in applying section 267(b) or 707(b)(1),
‘10 percent’ shall be substituted for ‘50 percent’.”

(B) Section 46(c)8)D)v) is amended by striking out “sec-
tion 168e)})” and inserting in lieu thereof ‘‘section
465m)3XC)".

(C) Section 4162(c)8) is amended by striking out “section
168)4)D)” and inserting in liew thereof ‘section
465()3)C)".

(8) SECTION 467.—

(A) Paragraph (3) of section 467(e) is amended to read as
follows:

“(3) STATUTORY RECOVERY PERIOD.—

“A) IN GENERAL.—

The statutory recovery

“In the case of: iod is:
3-year property Pf?"l”d Tl:.
5-year property. 5 yles
7-year property. 7 g
10-year property. 10 Years
15-year and 20-year property 15 yz‘;’r:ss
Residential rental property and nonresidential real property......... 19?’}’90"3-

“(B) SPECIAL RULE FOR PROPERTY NOT DEPRECIABLE
;]_NDE;%SECTION 168.—In the case of property to which sec-
ion 168 does not apply, subparagraph (A) shall be applied
as if section 168 applies to such property.”

e(B) )quagraph (5) of section 467(e) (defining related
D r;‘isop is amended by striking out ‘“section 168(e)4)XD)"
(g)ag inserting in lieu thereof “section 465(b)(3)(C)".
v It?CTIOI\l’ 514.—Subclause (I of section 514(cX9)B)vi) (re-
ati ril eg Z;ast}:iri)glerty ctzc‘c‘]ulrgd by a gua,éified prganization) is
thgz;)]‘cg“section 16‘8§h 3%),,.sectzon 168G)(9)” and inserting in lieu
( ECTION 751.—Subsection (¢) of section 751 (defini -
alized receivables) is amended by striking out “s{zc?iz‘tl)’rlzl?%élgn;z-

covery propert: : . . S
an SEC%O A)” ngifmed in section 1245(a)(5),”.
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(A) Paragraph (1) of section 1245(a) (relating to gain from
dispositions of certain depreciable property) is amended by
striking out “during a taxable year beginning after Decem-
ber 81, 1962, or section 1245 recovery property is disposed of
after December 31, 1980,”.

(B) Paragraph (2) of section 1245(a) (defining recomputed
basis) is amended to read as follows:

“(%) REcCOMPUTED BASIS.—For purposes of this section—

“‘qA) IN GENERAL.—The term ‘recomputed basis’ means,
with respect to any property, its adjusted basis recomputed
by adding thereto all adjustments reflected in such adjust-
ed basis on account of deductions (whether in respect of the
same or other property) allowed or allowable to the taxpay-
er or to any other person for depreciation or amortization.

“B) TAXPAYER MAY ESTABLISH AMOUNT ALLOWED.—For
purposes of subparagraph (A), if the taxpayer can establish
by adequate records or other sufficient evidence that the
amount allowed for depreciation or amortization for any
period was less than the amount allowable, the amount
added for such period shall be the amount allowed.

“C) CERTAIN DEDUCTIONS TREATED AS AMORTIZATION.—
Any deduction allowable under section 179, 190, or 193
shall be treated as if it were a deduction allowable for am-
ortization.”

(C) Paragraph (3) of section 1245(a) (defining section 1245
property) is amended by striking out subparagraph (C) and
by redesignating subparagraphs (D), (E), and (F) as sub-
paragraphs (C), (D), and (E), respectively.

(D) Subsection (a) of section 1245 is amended by striking
out paragraphs (5) and (6).

(12) SecTION 4162.—Paragraph (3) of section 4162(c) (defining
related person) is amended by striking out “section 168(e)4)D)”
and inserting in lieu thereof ‘“section 465(b)3)C)".

(18) SectioN 6111.—Clause (ii) of section 6111(c)3)XB) (relating
to certain borrowed amounts excluded) is amended by striking
out “section 168(e)})” and inserting in lieu thereof ‘‘section
465(0)3)C)".

(14) SEcTION 7701.—

(A) Subparagraph (A) of section 7701(e)}) is amended by
striking out “section 168(j)” and inserting in lieu thereof
“section 168(h)”’

(B) Paragraph (5) of section 7701(e) (relating to exception
for certain low-income housing) is amended by striking out
“low-income housing (section 168(c)(2)(F))” and inserting in
lieu thereof “property described in clause (i), (ii), (iii), or (iv)
of section 1250(a)1)(B) (relating to low-income housing)”.

SEC. 202. EXPENSING OF DEPRECIABLE ASSETS.
(a) Livitations oN Expensing.—Subsection (b) of section 179 (re-
lating to election to expense certain depreciable assets) is amended

to'read as follows:
“b) LIMITATIONS.—
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“1) DorLAR LiMITATION.—The aggregate cost which may be
taken into account under subsection (a) for any taxable year
shall not exceed $10,000. o

“2) REDUCTION IN LiviraTioN.—The limitation under para-
graph (1) for any taxable yecr shall be reduced (but not below
zero) by the amount by which the cost of section 179 property

laced. in service during such taxable year exceeds $200,000.

“9) LIMITATION BASED ON INCOME FROM TRADE OR BUSI-
NESS.—

““A) In cENERAL.—The aggregate cost of section 179 prop-

erty taken into account under subsection (a) for any taxable
year shall not exceed the aggregate amount of taxable
income of the taxpayer for such taxable year which is de-
rived from the active conduct by the taxpayer of any trade
or business during such taxable year.

“B) CARRYOVER OF UNUSED COST.—The amount of any
cost which (but for subparagraph (A)) would have been al-
lowed as a deduction under subsection (a) for any taxable
year shall be carried to the succeeding taxable year and
added to the amount allowable as a deduction under sub-
section (a) for such succeeding taxable year.

“(C) CoMPUTATION OF TAXABLE INCOME.—For purposes of
this paragraph, taxable income derived from the conduct of
a trade or business shall be computed without regard to the

, cost of any section 179 property.
(4) MARRIED INDIVIDUALS FILING SEPARATELY.—In the case
%a(rz- husband and wife filing separate returns for the taxable

“(A) such individuals shall be treated as 1 taxpayer for

purposes of paragraphs (1) and (2), and
. (B) unless such individuals elect otherwise, 50 percent of
?a )e ;;;O:L;ng’lllcgz lez(ll)%’ebeefzcrl-kgle ;nto acc¢l)ynt ‘under subsection

S 3) Shg;é be allocatedyto each S?L:gha{;{)d;zc)?c?::l of paragraph
_ (b) Section 179 ProPERTY.—Paragraph (1) of section 179(d) (defin-
:i’:f:: fiﬁﬂ%’;‘té Z 9 ‘}I;z: gngc'ztsyz ]lczraun‘;ir,t,ded by inserting “in the active con-

(¢) RECAPTURE.—Section 179 ] ; ]
tain cases) is amended by stri kigig)(g Z)t ((1 ??Z%thgf t?l reca‘gture in cer-
and inserting in lieu thereof a period ottows “at any time
SEC. 203. EFFECTIVE DATES: GENERA

(@) GENERAL ErrEcrrve Dars i TRANSITIONAL RULES,

(1) SEcTION 201.— ’

tio(‘r:l)ZgZ GEI\(IiERAL.'—Except as provided in this section, sec-
oo e st;lr(zl llsecttlon 251(d), the amendments made by sec-
cember 31 1 986?}’}7 Yy to property placed in service after De-
B) Broe , in taxable years ending after such date.

vor AP _ngl\tr TO HAVE AMENDMENTS MADE BY SECTION
manmer os iy agpayer may elect (at such time and in such
Ty pemses e oecretary of the Treasury or his delegate

DPrescribe) to have the amendments made by section 201

apply to an : :
and before %ﬁ:‘?g tj): Il’écg(:;?d in service after July 31, 1986,
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(2) SEcTION 202.—The amendments made by section 202 shall
apply to property placed in service after December 31, 1986, in
taxable years ending after such date.

(b) GENERAL TRANSITIONAL RULE.—

(1) INn GENERAL.—The amendments made by section 201 shall
not apply to—

(A) any property which is constructed, reconstructed, or
acquired by the taxpayer pursuant to a written contract
which was binding on March 1, 1986,

(B) property which is constructed or reconstructed by the
taxpayer if—

(i) the lesser of (I) $1,000,000, or (II) 5 percent of the
cost of such property has been incurred or committed
by March 1, 1986, and

(i) the construction or reconstruction of such proper-
ty began by such date, or

(C) an equipped building or plant facility if construction
has commenced as of March 1, 1986, pursuant to a written
specific plan and more than one-half of the cost of such
equipped building or facility has been incurred or commit-
ted by such date.

(2) REQUIREMENT THAT CERTAIN PROPERTY BE PLACED IN
SERVICE BEFORE CERTAIN DATE.—

(A) IN GENERAL.—Paragraph (1) and section 204(a) (other
than paragraph (8) or (12) thereof) shall not apply to any
property unless such property has a class life of at least 7
years and is placed in service before the applicable date de-
termined under the following table:

In the case of property The applicable

with a class life of: date is:
At least 7 but less than 20 Years ..........ccecceemerenecnrensieesinenereeseenene January 1, 1989
20 YEATS OF TMOTC.....ouereeeevurenenecerinecanenireeaaseesseerseisseesensessrsesressnrsesssossissossinsass January 1, 1991.

(B) RESIDENTIAL RENTAL AND NONRESIDENTIAL REAL
PROPERTY.—In the case of residential rental property and
?o?;g.?idential real property, the applicable date is January

(C) Crass Lives.—For purposes of subparagraph (A)—

(i) the class life of property to which section
168(gX3)XB) of the Internal Revenue Code of 1986 (as
added by section 201) shall be the class life in effect on
January 1, 1986, except that computer-based telephone
central office switching equipment described in section
168(e)3)(B)Gti) of such Code shall be treated as having
a class life of 6 years,

(i) property described in section 204(a) shall be treat-
ed as having a class life of 20 years, and

(iii) property with no class life shall be treated as
having a class life of 12 years. )

(D) SUBSTITUTION OF APPLICABLE DATES.—If any provi-
sion of this Act substitutes a date for an applicable date,
this paragraph shall be applied by using such date.

(3) PROPERTY QUALIFIES IF SOLD AND LEASED BACK IN 3
MONTHS.—Property shall be treated as meeting the requirements
of paragraphs (1) and (2) or section 204(a) with respect to any
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taxpayer if such property is acquir ed by the taxpayer from a
person(A) in whose hands such property met the requirements of
paragraphs (1) and (2) or section 204(a), or J ;

(B) who placed the property in service before January 1,
1987,

and such property is leased back by the taxpayer to such person
not later than the earlier of the applicable date under para-
graph (2) or the day which is 8 months after such property was
placed in service.

(4) PLANT FaciLITY.—For purposes of paragraph (1), the term
“plant facility” means a facility which does not include any
building (or with respect to which buildings constitute an insig-
nificant portion) and which is— . _ .

(A) a self-contained single operating unit or processing
operation,

(B) located on a single site, and

(C) identified as a single unitary project as of March 1,
1986.

(¢) ProPERTY FINANCED WrTH TAX-ExEMPT BONDS. —

(1) INn GENERAL.—Subparagraph (C) of section 168(gX1) of the
Internal Revenue Code of 1986 (as added by this Act) shall
apply to property placed in service after December 31, 1986, in
taxable years ending after such date, to the extent such property
is financed by the proceeds of an obligation (including a refund-
ing obligation) issued after March 1, 1986.

(2) EXCEPTIONS.—

(A) CONSTRUCTION OR BINDING AGREEMENTS.—Subpara-
graph (C) of section 168(g)1) of such Code (as so added)
shall not apply to obligations with respect to a facility—

@) the original use of which commences with the
taxpayer, and the construction, reconstruction, or reha-
bilitation of which began before March 2, 1986, and
was completed on or after such date,

(D) with respect to which a binding contract to incur
significant expenditures for construction, reconstruc-
tion, or rehabilitation was entered into bef,'ore March 2,
1986, and some of such expenditures are incurred on or
after such date, or

1D acquired on or after March 2 1986, pursuant to
a ?l_ncfilng contract entered into befc’)re such date, and
conltir))arzsbclz Ll;f;ililr’rlz i?zZ inducement resolution or other

"y approval adopted by the issu-

Zlg]r &?hority (or by a voter referendum, before March

(B) REFUNDING, —

th(i) In G?‘NERAL. —Except as

e case o property placed in service after December 31
ggﬁlﬁ, z;;hl}fh i$ financed by the proceg‘ds of an (l))blig -
whicllf 1eh 15 1ssued solely to refund another obligation
i was 1ssued before March, 2, 1986, subparagraph
?f section 168(g)1) of such Code (as so added) shall
apply only with respect to an amount equal to the basis
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in such property which has not been recovered before
the date such refunded obligation is issued.

(it) SIGNIFICANT EXPENDITURES.—In the case of fa-
cilities the original use of which commences with the
taxpayer and with respect to which significant expendi-
tures are made before January 1, 1987, subparagraph
(©) of section 168(g)(1) of such Code (as so azfa)led) shall
not apply with respect to such facilities to the extent
such facilities are financed by the proceeds of an obli-
gation issued solely to refund another obligation which
was issued before March 2, 1986.

(C) FaciLrries.—In the case of an inducement resolution
or other comparable preliminary approval adopted by an is-
suing authority before March 2, 1986, for purposes of sub-
paragraphs (A) and (B)ii) with respect to obligations de-
scribed in such resolution, the term ‘“facilities” means the
facilities described in such resolution.

(D) SIGNIFICANT EXPENDITURES.—For purposes of this
paragraph, the term ‘“significant expenditures” means ex-
penditures greater than 10 percent of the reasonably antici-
pated cost of the construction, reconstruction, or rehabilita-
tion of the facility involved.

(d) Mip-QuarTER CONVENTION.—In the case of any taxable year
in which property to which the amendments made by section 201 do
not apply is placed in service, such property shall be taken into ac-
count in determining whether section 168(d)3) of the Internal Reve-
nue Code of 1986 (as added by section 201) applies for such taxable
year to property to which such amendments apply.

(e) NORMALIZATION REQUIREMENTS.—

(1) IN GENERAL.—A normalization method of accounting
shall not be treated as being used with respect to any public
utility property for purposes of section 167 or 168 of the Internal
Revenue Code of 1986 if the taxpayer, in computing its cost of
service for ratemaking purposes and reflecting operating results
in its regulated books of account, reduces the excess tax reserve
more rapidly or to a greater extent than such reserve would be
reduced under the average rate assumption method.

(2) DEFINITIONS.—For purposes of this subsection—

(A) Excess TaAx RESERVE.—The term ‘excess tax reserve”
means the excess of—

(i) the reserve for deferred taxes (as described in sec-
tion 167((3NG)G1) or 168X 3)BNG) of the Internal Rev-
enue Code of 1954 as in effect on the day before the
date of the enactment of this Act), over

(ii) the amount which would be the balance in such
reserve if the amount of such reserve were determined
by assuming that the corporate rate reductions provid-
ed in this Act were in effect for all prior periods.

(B) AVERAGE RATE ASSUMPTION METHOD.—The average
rate assumption method is the method under which the
excess in the reserve for deferred taxes is reduced over the
remaining lives of the property as used in its regulated
books of account which gave rise to the reserve for deferred
taxes. Under such method, if timing differences for the
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property reverse, the amount of the adjustment to the re-
serve for the deferred taxes is calculated by multiplying—
(i) the ratio of the aggregate deferred taxes for the
property to the aggregate timing differences for the
property as of the beginning of the period in question,

Y .. . .
(ii) the amount of the timing differences which re-
verse during such period.

SEC. 204, ADDITIONAL TRANSITIONAL RULES.
(a) OTHER TRANSITIONAL RULES.—
(1) URBAN RENOVATION PROJECTS.— .

(A) IN GeneraL.—The amendments made by section 201
shall not apply to any property which is an integral part of
any qualified urban renovation project.

(B) QUALIFIED URBAN RENOVATION PROJECT.—For pur-
poses of subparagraph (A), the term “qualified urban ren-
ovation project’” means any project—

(i) described in subparagraph (C), (D), (E), or (G)
which before March 1, 1986, was publicly announced
by a political subdivision of a State for a renovation of
an urban area within its jurisdiction,

(it) described in subparagraph (C), (D) or (G) which
before March 1, 1986, was identified as a single unitary
project in the internal financing plans of the primary
developer of the project, and

(iti) described in subparagraph (C) or (D), which is
not substantially modified on or after March 1, 1986.

(C) PROJECT WHERE AGREEMENT ON DECEMBER 19, 198.—
A project is described in this subparagraph if—

(i) a political subdivision granted on July 11, 1985,
development rights to the primary developer-purchaser
of such project, and

(it) such project was the subject of a development
agreement between a political subdivision and a bridge
authority on December 19, 198).

For purposes of this subparagraph, subsection (b)X2) shall be
?ggllzfd by substituting “January 1, 1994” for “January 1,

(D) CERTAIN ADDITIONAL PROJECTS.—A project is de-
scribed in this subparagraph if it is described in any of the
following clauses of this subparagraph and the primary de-
veloper of all such projects is the same person.:

(i) A project is described in this clause if the develop-
ment agreement with respect thereto was entered into
during April 1984 and the estimated cost of the project
is approximately $194,000,000.

o gl‘é ,:3 project is described in this clause if the devel-
pment agreement with respect thereto was entered into
during May 1984} and the estimated 7

] cost of the project
is ;{p})}rzxtmately $190,000,000.

1) A project is described in this clause if the project
has an estimated cost of approximately $.92,f0‘00, 050 énd



1-67

at least $7,000,000 was spent before September 26, 1985,
with respect to such project.

(iv) A project is described in this clause if the estima-
tely project cost is approximately $39,000,000 and at
least $2,000,000 of construction cost for such project
were incurred before September 26, 1985.

(v) A project is described in this clause if the develop-
ment agreement with respect thereto was entered into
before September 26, 1985, and the estimated cost of the
project is approximately $150,000,000.

(vi) A project is described in this clause if the board
of directors of the primary developer approved such
project in December 1982, and the estimated cost of
such project is approximately $107,000,000.

(vii) A project is described in this clause if the board
of directors of the primary developer approved such
project in December 1982, and the estimated cost of
such project is approximately $59,000,000.

(viti) A project is described in this clause if the
Board of Directors of the primary developer approved
such project in December 1983, following selection of
the developer by a city council on September 26, 1983,
and the estimated cost of such project is approximately
$107,000,000.”

(E) Project where plan confirmed on October 4, 1984.—A
project is described in this subparagraph if—

(1) a State or an agency, instrumentality, or political
subdivision thereof approved the filing of a general
project plan on June 18, 1981, and on October 4, 1984,
a State or an agency, instrumentality, or political sub-
division thereof confirmed such plan,

(ii) the project plan as confirmed on October 4, 1984,
included construction or renovation of office buildings,
a hotel, a trade mart, theaters, and a subway complex,
and

(iti) significant segments of such project were the sub-
Ject of one or more conditional designations granted by
a State or an agency, instrumentality, or political sub-
division thereof to one or more developers before Janu-
ary 1, 1985.

The preceding sentence shall apply with respect to a proper-
ty only to the extent that a building on such property site
was identified as part of the project plan before September
26, 1985, and only to the extent that the size of the building
on such property site was not substantially increased by
reason of a modification to the project plan with respect to
such property on or after such date. For purposes of this
subparagraph, subsection (b)(2) shall be applied by substi-
tuting “January 1, 1998” for “January 1, 1991.”

(F) A project is described in this paragraph if it is a
sports and entertainment facility which—

(i) is to be used by both a National Hockey League
team and a National Basketball Association team;
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i) i latform utilizating air

) is ko bel COZS tructqfegnba pa sftate authority and
rights over land acqui Yy 20" 198
identified as Site B in a report dated May 30, 195},
prepared for a state urban development corporation;

nd
¢ (iii) is eligible for real property tax, and power and
energy benefits pursuant to the provisions of state legis-
lation approved and effective July 7, 1982, or

(iv) the mixed-use development is—

) to be constructed above a public railroad sta-
tion utilized by the national railroad passenger
corporation and commuter railroads serving two
states; and

(D will include the reconstruction of such sta-
tion so as to make it a more efficient transporta-
tion center and to better integrate the station with
the development above, such reconstruction plans
to be prepared in cooperation with a state transpor-
tation authority.

For purposes of this subparagraph, subsection (b)(2) shall be
applied by substituting “January 1, 1993 for the applica-
ble date that would otherwise apply.

(G) A project is described in this subparagraph if—

(i) an inducement resolution was passed on March 9,
1984, for the issuance of obligations with respect to
such project,

(it) such resolution was extended by resolutions
passed on August 1}, 1984, April 2, 1985, August 13,
1985, and July 8, 1986,

(iit) an application was submitted on January 31,
1984, for an Urban Development Action Grant with re-
spect to such project, and

_(v) an Urban Development Action Grant was pre-
f;lﬁ;n;r;% ggproved for all or part of such project on
(H) A project is described in this subparagraph if it is a
redevelopment project, with respect to which $10 million in
industrial revenue bonds were approved by a State Develop-
ment Finance Autﬁonty on January 15, 1986, a village
tzan.?f erred appr oximately $4 million of bond volume au-
thority to the State in June 1986, and a binding Redevelop-

ment Agreement was executed bet ] -
opment team on July 1, 1986, croeen a city and the devel
(2) CERTAIN PROJECTS GRANTED FER
amendme(zts made by section 201 shall
ty whl?ﬁ)w };la_r;l of a project—
which is certified by the Federa] Energy Regulat
%;n;)rg;si;oer; bfe}Zc;lre March 2, 1986, as a qual%‘yyin;g?agiloig
for® ve of the Public Utility Regulatory Policies Act of

C LICENSES, ETC.—The
not apply to any proper-

(B) which was granted before March 2, 1986, a hydroelec-

tric license for such I
tory Comminnai ! project by the Federal Energy Regula-
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(C) which is a hydroelectric project of less than 80
megawatts that field an application for a permit exemp-
tion, or license with the Federal Energy Regulatory Com-
mission before March 2, 1986.

(3) SUPPLY OR SERVICE CONTRACTS.—The amendments made
by section 201 shall not apply to any property which is readily
identifiable with and necessary to carry out a written supply or
service contract, or agreement to lease, which was binding on
March 1, 1986.

(4) PROPERTY TREATED UNDER PRIOR TAX ACTS.—The amend-
ments made by section 201 shall not apply to property described
in section 12(cX?) or 31(g)5) and 31(g)17)j) of the Tax Reform
Act of 1984, to property described in section 209(@d)X1)(B) of the
Tax Equity and Fiscal Responsibility Act of 1982, as amended
by the Tax Reform Act of 1984 and to property described in sec-
%?221 6(b)X3) of the Tax Equity and Fiscal Responsibility Act of

(5) SPECIAL RULES FOR PROPERTY INCLUDED IN MASTER PLANS
OF INTEGRATED PROJECTS.—The amendments made by section
201 shall not apply to any property placed in service pursuant
to a master plan which is clearly identifiable as of March I,
1986, for any project described in any of the following subpara-
graphs of this paragraph:

(A) A project is described in this subparagraph if—

(1) the project involves production platforms for off-
shore drilling, oil and gas pipeline to shore, process
and storage facilities, and a marine terminal, and

(ii) at least $900,000,000 of the costs of such project
were incurred before September 26, 1985.

(B) A project is described in this subparagraph if—

(i) such project involves a fiber optic network of at
least 20,000 miles, and

(i) before September 26, 1985, construction com-
menced pursuant to the master plan and at least
$85,000,000 was spent on construction.

(C) A project is described in this subparagraph if—

(i) such project passes through at least 10 States and
involves intercity communication link (including one or
more repeater sites terminals and junction stations for
microwave transmissions, regenerators or fiber optics
and other related equipment,

(ii) the lesser of $150,000,000 or 5 percent of the total
project cost has been expended, incurred, or committed
before March 2, 1986, by one or more taxpayers each of
which is a member of the same affiliated group (as de-
fined in section 1504(a), and

(iii) such project consists of a comprehensive plan for
meeting network capacity requirements as encompassed
within either:

(D a November 5, 1985, presentation made to and
accepted by the Chairman of the Board and the
president of the taxpayer, or

(ID the approvals by the Board of Directors of
the parent company of the taxpayer on May 3,
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1985, and September 22, 1985, and of the executive
committee of said board on December 23, 1985.

(D) a project is described in this subparagraph if—

(i) such project is part of a flat rolled product mod-
ernization plan which was initially presented to the
Board of Directors of the taxpayer on July 8 1983,

(ii) such program will be carried out at 3 locations,
and

(iii) such project will involve a total estimated mini-
mum capital cost of at least $250,000,000. .

(E) A project is described in this sulgparagraph if the
project is being carried out by a corporation engaged in the
production of paint, chemicals, fiberglass, and glass, and
if—

F (i) the project includes a production line which ap-
plied a thin coating to glass in the manufacture of
energy efficient residential products, if approved by the
management committee of the corporation on January
29, 1986,

(i) the project is a turbogenerator which was ap-
proved by the president of such corporation and at
least $1,000,000 of the cost of which was incurred or
committed before such date,

(iii) the project is a waste-to-energy disposal system
which was initiatlly approved by the management com-
mittee of the corporation on March 29, 1982, and at
least $5,000,000 of the cost of which was incurred
before September 26, 1985,

(iv) the project, which involves the expansion of an
existing service facility and the addition of new lab fa-
cilities needed to accommodate topcoat and undercoat
production needs of a nearby automotive assembly
plant,'was approved by the corporation’s management
committee on March 5, 1986, or

(v) the project is part of a facility to consolidate and
modernize the silica production of such corporation
and the project was approved by the president of such
corporation on August 19, 1985.

(F) A project is described in this subparagraph if—

(i) such bproject involves a port terminal and oil pipe-
line extending generally from the area of Los Angeles,
Cal'z_fornza, to the area of Midland, Texas, and
o (i1) before September 26, 1.985,. there is a binding con-

act for dredging and channeling with respect thereto
and a management contract with a construction man-
ager ft or such project.

@ A project is.desc'ribed in this subparagraph if—

() the project is a newspaper printing and distribu-
tion plant project with respect to which a contract for
Zhe _purchase of 8 printing press units and related
quipment to be installed in a single press line was en-
tered into on January 8, 1985, and
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(ii) the contract price for such units and equipment
represents at least 50 percent of the total cost of such
project.

(H) A project is described in this subparagraph if it is the
second phase of a project involving direct current transmis-
sion lines spanning approximately 190 miles from the
United States-Canadian border to Ayer, Massachusetts, al-
ternating current transmission lines in Massachusetts from
Ayers to Millbury to West Medway, DC-AC converted termi-
nals to Monroe, New Hampshire, and Ayer, Massachusetts,
and other related equipment and facilities.

(D A project is described in this subparagraph if it in-
volves not more than two natural gas-fired combined cycle
electric generating units each having a net electrical capa-
bility of approximately 233 megawatts, and a sales contract
for approximately % of the output of the Ist unit was en-
tered into in December 1985.

(J) A project is described in this subparagraph if—

(1) the project involves an automobile manufacturing
facility (including equipment and incidental appurte-
nances) to be located in the United States, and

(ii) either—

(D) the project was the subject of a memorandum
of understanding between 2 automobile manufac-
turers that was signed before September 25, 1985,
the automobile manufacturing facility (including
equipment and incidental appurtenances) will in-
volve a total estimated cost of approximately
$750,000,000, and will have an annual production
capacity of approximately 240,000 vehicles or

(II) the Board of Directors of an automobile
manufacturer approved a written plan for the con-
version of an existing facility to produce a new
model of a vehicle currently not produced in the
United States, such facility will be placed in serv-
ice by July 1, 1987, and such Board action oc-
curred in July 1985, with respect to a $523 million
expenditure, in June 1983, with respect to a $475
million expenditure, or in July 1984, with respect
to a $312 million expenditure.

(K) A project is described in this subparagraph if either—

(i) the project involves a joint venture between a util-
ity company and a paper company for a super calendar
paper mill, and at least $50,000,000 were incurred or
committed with respect to such project before March 1,
1986, or

(ii) the project involves a paper mill for the manufac-
ture of newsprint (including a cogeneration facility) is
generally based on a written design and feasibility
study that was completed on December 15, 1981, and
will be placed in service before January 1, 1991, or

(iii) the project is undertaken by a Maine corporation
and involves the modernization of pulp and paper



I-72

mills in Millinocket and/or East Millinocket, Maine,
or(iv) the project involves the installation of a paper
machine for production of coated publication papers,
the modernization of a pulp mill, and the installation
of machinery and equipment with respect to related

processes, as of December 31, 1985, in excess of $50 mil-

lion was incurred for the project, as of July 1986, in

excess of $150 million was incurred for the project, and
the project is located in Pine Bluff, Arkansas, or

(v) involves property of a type described in ADR
classes 26.1, 26.2, 25, 00.8 and 00.} mclt;det_i in a paper
plant which will manufacture and distribute tissue,
towel or napkin products; is located in Efﬁngﬁam
County, Georgia; and is generally based upon a written
General Description which was submitted to the Geor-
gia Department of Revenue on or about June 13, 1985.

(L) A project is described in this subparagraph if—

(t) a letter of intent with respect to such project was
executed on June 4, 1985, and

(i) a 5-percent downpayment was made in connection
with such project for 2 10-unit press lines and related
equipment.

(M) A project is described in this subparagraph if—

l(i) the project involves the retrofit of ammonia
Pplants,

(ii) as of March 1, 1986, more than $390,000 had been
expended for engineering and equipment, and

(u}) more than $170,000 was expensed in 1985 as a
portion of preliminary engineering expense.

V) A project is described in this subparagraph if the
project involves bulkhead intermodal flat cars which are
Placed in service before January 1, 1987, and either—

(i) more than $2,290,000 of expenditures were made
before March 1, 1986, with respect to a project involv-
ing up to 300 platforms, or
be;lolie ’Z;"e }fh;ln] ‘%%:)',OOOhof expenditures were made
: arch 1, , with r ject i i
ing up to 850platforms. espect to a project involv

A project is described in this subparagraph if—

; tl') the project involves the production and transpor-

Ifnfg’é 2']: r(c)%, Cclz’:zcrii 8as from a well located north of the

(i) more than $200,000,00 ;
or committed before Septe’mboer? ng‘;ggg @ been. incurred

Dproject is described in this suéparaéraph if—

Y a commitment letter was entered into with a fi-

nancial institution on Janu 1
ing of the project, > 25, 1936, for the financ

(i) the project involves interci jcati ;
. A _ ly communication links
(including microway i ; o
e and fiber optics icati
systems and relgted propertg), P communications

(i) ¢ ; : . )
tween—he Pproject consists of communications links be-
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(I) Omaha, Nebraska, and Council Bluffs, Iowa,

(1) Waterloo, Iowa and Sioux City, Iowa,

gII) Davenport, Iowa and Springfield, Illinots,
an

(iv) the estimated cost of such project is approximate-
ly $13,000,000. 4 proi P

(@) A project is described in this subparagraph if—

(1) such project is a mining modernization project in-
volving mining, transport, and milling operations,

(ii) before September 26, 1985, at least $20,000,000
was expended for engineering studies which were ap-
proved by the Board of Directors of the taxpayer on
January 27, 1983, and

(iti) such project will involve a total estimated mini-
mum cost of $350,000,000.

(R) A project is described in this subparagraph if—

(1) such project is a dragline acquired in connection
with a 3-stage program which began in 1980 to increase
production from a coal mine,

(ii) at least $35,000,000 was spent before September
26, 1985, on the 1st 2 stages of the program, and

(iti) at least $4,000,000 was spent to prepare the mine
site for the dragline.

(S) A project is described in this subparagraph if it is a
project consisting of a mineral processing factlity using a
heap leaching system (including waste dumps, low-grade
dumps, a leaching area, and mine roads) and if—

(i) convertible subordinated debentures were issued in
August 1985, to finance the project,

(ii) construction of the project was authorized by the
Board of Directors of the taxpayer on or before Decem-
ber 31, 1985,

(iti) at least $750,000 was paid or incurred with re-
spect to the project on or before December 31, 1985, and

(iv) the project is placed in service on or before De-
cember 31, 1986.

(T) A project is described in this subparagraph if it is a
plant facility on Alaska’s North Slope and—

(i) the approximate cost is $575 million, of which ap-
proximately $100 million was spent on off-site construc-
tion or

(ii) the approximate cost of which is $450 million, of
which approximately $100 was spent on off-site con-
struction, more than 50 percent of the project cost was
spent prior to December 31, 1985, and which will be
placed in service in 1987.

(U) A project is described in this subparagraph if it in-
volves the connecting of existing retail stores in the down-
town area of a city to a new covered area, the total project
will be 250,000 square feet, a formal Memorandum of Un-
derstanding relating to development of the project was exe-
cuted with the city on July 2, 1986, and the estimated cost
of the project is $18,186,424.
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roject is described in this subparagraph if it in-
cllgzsAa%Oé,OOO square foot office tower, a 200-room _hotel,
a 300,000 square foot retail center, an 800-space parking fa-
cility’ the total cost is projected to be $60 million, and
$1,250,000 was expended with respect to the site before

t 25, 1986. . p el

A%SA project is described in 'thzs‘subpa.ragTaPh, ifitisa
joint use and development project including an integrated
hotel, convention center, office, re]ated retail chzlltws and
public mass transportation terminal, and_vehicle parking
facilities which satisfies the following conditions:

(i) is developed within certain air space rights and
upon real property exchanged for such joint use and de-
velopment project which is owned or acquired by a
state department of transportation, a regzor;al mass
transit district in a county with a population of at
least 5,000,000 and a community redevelopment agency,

(ii) such project affects an existing, approximately
forty (40) acre public mass transportation bus-way ter-
minal facility located adjacent to an interstate high-
way;

(iti) a memorandum of understanding with respect to
such joint use and development project is executed by a
state department of transportation, such a county re-
gional mass transit district and a community redevel-
opment agency on or before December 31, 1986, and

(iv) @ major portion of such joint use and develop-
ment project is placed in service by December 31, 1990.

(X) A project is described in this subparagraph if—

() it is an $8 million project to provide advanced
control technology for adipic acid at a plant, which
was authorized by the company’s Board of Directors in
October 1985, at December 31, 1985, $1.4 million was
corr;Lmzttqd tand $.4 million expended with respect to
such project, or

(ti) it is an $8.3 million project to achieve compliance
with state and federal regulations for particulates
emissions, which was authorized by the company’s
Board of Directors in December 1985, by March 31,
1986, $250,000 was committed and $250,000 was ex-
pended with respect to such project, or

(tit) it is a $22 million project for the retrofit of a
plant that makes a raw material for aspartame, which
was approved in the company’s December 1985 capital
budget, if approximately $3 miliion of the $22 million
was spent before August 1, 1986,

: / gust 1, .

(Y) A project is described in this subparagraph if such
project passes through at least 9 states and involves an
",ltte" atydco'mmu.nzcatzon‘ link (including multiple repeater
Zlnils a(:rrzlpli;‘z{g:gt;%’rl ;:_Zatzons _for: microwave transmissions
New T ; woer optics); the link from Buffalo to
Bew lork/Elzngeth was completed in 1984; the link from
ﬁ_uff a]\‘,’ to Chicago was completed in 1985 and the link

om New York to Washington is completed in 19586,
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(6) NaTuraL GAS PIPELINE.—The amendments made by sec-
tion 201 shall not apply to any interstate natural gas pipeline
(and related equipment) if—

(A) 3 applications for the construction of such pipeline
were filed with the Federal Energy Regulatory Commission
before November 22, 1985 (and 2 of which were filed before
September 26, 1985), and

(B) such pipeline has 1 of its terminal points near Ba-
kersfield, California.

(?) CERTAIN LEASEHOLD IMPROVEMENTS.—The amendments
made by section 201 shall not apply to any reasonable leasehold
improvements, equipment and furnishings placed in service by a
lessee or its affiliates if—

(A) the lessee or an affiliate is the original lessee of each
building in which such property is to be used, and—

(B) such lessee is obligated to lease the building under an
agreement to lease entered into before September 26, 1985,
and such property is provided for such building, and

(C) such buildings are to serve as world headquarters of
the lessee and its affiliates.

For purposes of this paragraph, a corporation is an affiliate of
another corporation if both corporations are members of a con-
trolled group of corporations within the meaning of section
1563(a) of the Internal Revenue Code of 195} without regard to
section 1563(b)(2) of such Code. Such lessee shall include a secu-
rities firm that meets the requirements of subparagraph (A),
except the lessee is obligated to lease the building under a lessee
entered into on June 18, 1986.

(8) SOLID WASTE DISPOSAL FACILITIES.—The amendments
made by section 201, and section 203(c), shall not apply to the
taxpayer who originally places in service any qualified solid
waste disposal facility (as defined in section 7701(e)3)B) of the
Internal Revenue Code of 1986) if before March 2, 1986—

(A) there is a binding written contract between a service
recipient and a service provider with respect to the oper-
ation of such facility to pay for the services to be provided
by such facility, or ]

(B) a service recipient or governmental unit (or any entity
related to such recipient or unit) made a financial commit-
ment of at least $200,000 for the financing or construction
of such facility, or

(C) such facility is the Tri-Cities Solid Waste Recovery
Project involving Fremont, Newark, and Union City, Cali-
fornia, and has received an authority to construct from the
Environmental Protection Agency or from a State or local
agency authorized by the Environmental Protection Agency
to issue air quality permits under the Clean Air Act.

(9) CERTAIN SUBMERSIBLE DRILLING UNITS.—In the case of a
binding contract entered into on October October 30, 1984, for
the purchase of 6 semi-submersible drilling units at a cost of
$425,000,000, such units shall be treated as having an applica-
ble date under subsection 203(b)2) of January 1, 1991.

(10) WASTEWATER OR SEWAGE TREATMENT FacILity.—The
amendments made by section 201 shall not apply to any proper-
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ty which is part of a wastewater or sewage treatment facility if
either—
(A) site preparation for such facility commenced before
September 1985, and a parish council approved a service
agreement with respect to such facility on December 4, 1985,

or

(B) a city-parish advertised in September 1985, for bids
for construction of secondary treatment improvements for
such facility, in May 1985, the city-parish received state-
ments from 16 firms interested in privatizing the
wastewater treatment facilities, and the metropolitan coun-
cil selected a privatizer at its meeting on November 20,
1985, and adopted a resolution authorizing the Mayor to
ifzter into contractual negotiation with the selected priva-

izer;

(C) the property is part of a wastewater treatment facility
with respect to which a binding service agreement between
a privatizer and the Western Carolina Regional Sewer Ay-
Zi'z;rlztyl %éh respect to such facility was signed before Janu-

(D) such property is part of a wastewater treat 1i-
ty (located in Camerolrvz Cou’:zty, Texas, within grlzinfn]:%glf:f
the City of Harlingen), an application for a wastewater dis-
charge permit was filed with respect to such facility on D¢
cember 4, 1985, and a City Commission approved a letter ¢
intent relating to a service agreement with respect to suc
/_"aczlzty on August 7, 1986: or a wastewater facility (locat ‘
in Harlingen, Texas) which is q subject of theylett "o
intent and service agreement described in subpar o ‘}
(A)2) of this paragraph and the design of whiclf wagrap
tracted for in a letter of intent dated January 23 198%‘8”0 o

209151 CZ’;ERTAIN AIRCRAFT.—The amendments n?('zde, by sectior
o sea‘;s i;it apply to any new aircraft with 19 or fewer passen

(A) The aircraft is manufactured in K ;

. ansas, Florida,
giz:ilg, i‘gr“gezlas. For purposes of this subparagraph, an

; ufactured’ at the point of its final assem-

(’B) The aircraft was in inve ]

/ . ntory or in the planned pro-
;irlté::;on ;chedule of the final assembly manufgctur,éi Lf))l’;(;l
or ds Placed for the engine(s) on or before August 16, 1986,

fC) azt% of c_onferer;ce committee action) and 3 )
€ aircraft is purchased or subject to a binding con-

(12) CERTAIN SATELLy
TES.—The amendm .
201 Sh‘(;{ﬁ not apply to any satellite with res;’;?t ;nade _by section
cors) on or before January 28, 1986, there 0 which—
act to construct or acquire satellite anﬁa‘g @ binding
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(ii) on or before August 5, 1983, the Federal Commu-
nications Commission had authorized the construction
and for which the authorized party has a specific al-
though undesignated agreement to launch in existence
on January 28, 1986;

(B) by order adopted on July 25, 1985, the Federal Com-
munications Commission granted the taxpayer an orbital
slot and authorized the taxpayer to launch and operate 2
satellites with a cost of approximately $300,000,000; or

(C) the International Telecommunications Satellite Orga-
nization or the International Maritime Satellite Organiza-
31:3;5 entered into written binding contracts before May 1,

(13) CERTAIN NONWIRE LINE CELLULAR TELEPHONE SYSTEMS.—
The amendments made by section 201 shall not apply to proper-
ty that is part of a nonwire line system in the Domestic Public
Cellular Radio Telecommunications Service for which the Fed-
eral Communications Commission has issued a construction
permit before September 26, 1985, but only if such property is
placed in service before January 1, 1987.

(14) CERTAIN COGENERATION FACILITIES.—The amendments
made by section 201 shall not apply to projects consisting of 1 or
more facilities for the cogeneration and distribution of electrici-
ty and steam or other forms of thermal energy if—

(A) at least $100,000 was paid or incurred with respect to
the project before March 1, 1986, a memorandum of under-
standing was executed on September 13, 1985, and the
project is placed in service before January 1, 1989,

(B) at least $500,000 was paid or incurred with respect to
the projects before May 6, 1986, the projects involve a 22-
megawatt combined cycle gas turbine plant and a 45-mega-
watt coal waste plant, and applications for qualifying facil-
ity status were filed with the Federal Energy Regulatory
Commission on March 5, 1986,

(C) the project cost approximates $125,000,000 to
$140,000,000 and an application was made to the Federal
Energy Regulatory Commission in July 1985, or

(D) an inducement resolution for such facility was adopt-
ed on September 10, 1985, a development authority was
given an inducement date of September 10, 1985, for a loan
not to exceed $80,000,000 with respect to such facility, and
such facility is expected to have a capacity of approximate-
ly 30 megawatts of electric power and 70,000 pounds of
steam per hour.

(BE) at least $1,000,000 was incurred with respect to the
project before May 6, 1986, the project involves a 52-mega-
watt combined cycle gas turbine plant and a petition was
filed with the Connecticut Department of Public Utility
Control to approve a power sales agreement with respect to
the project on March 27, 1986.

(15) CERTAIN ELECTRIC GENERATING STATIONS.—The amend-
ments made by section 201 shall not apply to a project consist-
ing of a coal-fired electric generating station (including multi-
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ple generating units, coal mine equipment, and transmission fa-
cilities) if— . -

(A) a tax-exempt entily Wi
property included in the projec

ment), and 000 was expended in the acquisition of

least $72, ’ : '
co{zll;)l:afse;alsang and water rights, engineering studies, and

nt costs before May 6, 1986.
other develo%?;; subpara, ]:z h, subsection (b)(2) shall be ap-
For purposes of th paragrap. 3¢ “f 1 1991”
plied by substituting “January 1, 1986” for “January 1, :
'PORTS ARENAS.—
a5 ‘(?4 ) INDOOR SPORTS raciLiTy.—The amendments made by
section 201 shall not apply to up to $20,000,000 of improve-
ments made by a lessee of any indoor sports facility pursu-
ant to a lease from a State commission granting the right
to make limited and specified improvements (including
planned seat explanations), if architectural renderings of
the project were commissioned and received before Decem-
ber 22, 1985.

(B) METROPOLITAN SPORTS ARENA.—The amendme;zts
made by section 201 shall not apply to any property which
is part of an arena constructed for professional sports ac-
tivities in a metropolitan area, provided that such arena is
capable of seating no less than 18,000 spectators and a
binding contract to incur significant expenditures for its
construction was entered into before June 1, 1956.

(17) CERTAIN WASTE-TO-ENERGY FACILITIES.—The amendments
made by section 201 shall not apply to 2 agricultural waste-to-
energy powerplants (and required transmission facilities), in
connection with which a contract to sell 100 megawatts of elec-
tricity to a city was executed in October 1984.

(18) CERTAIN COAL-FIRED PLANTS.—The amendments made by
section 201 shall not apply to one of three 540 megawatt coal-
fired plants that are placed in service after a sale leaseback oc-
curring after January 1, 1986, if—

(A) the Board of Directors of an electric power coopera-
tion authorized the investigation of a sale leaseback of a
nuclear generation facility by resolution dated January 22,
1985, and

(B) a loan was extended by the Rural Electrification Ad-
ministration on February 20, 1986, which contained a cov-
enant with respect to used property leasing from unit IL.

(19) CERTAIN REAL SYSTEMS.—

(A) The amendments made by section 201 shall not apply
to a light rail transit system, the approximate cost of which
is $235,000,000, if, with respect to which, the board of direc-
tors of a corporation (formed in September 198} for the pur-
fng'i ofddeveé%%zong,o gznancirég, and operating the system) au-

zed a ), ex ibili ;
AI;Z)Z 7 penditure for a feasibility study in
The amendments made by section 201
to any project for rehabilitatio}yz of regional iﬁ?llr{ozgltrzpﬁg
of way and properties including grade crossings which gwas
authorized by the Board of Directors of such company prior

own an equity interest in all
t (except the coal mine equip-
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to October 1985; and/or was modified, altered or enlarged
as a result of termination of company contracts, but ap-
proved by said Board of Directors no later than January 30,
1986’, and which is in the public interest, and which is sub-
Ject to binding contracts or substantive commitments by De-
cember 31, 1987.

(20) CERTAIN DETERGENT MANUFACTURING FACILITY.—The
amendments made by section 201 shall not apply to a laundry
detergent manufacturing facility, the approximate cost of which
is $13,200,000, with respect to which a project agreement was
fully executed on March 17, 1986.

(21) CERTAIN RESOURCE RECOVERY FACILITY.—The amend-
ments made by section 201 shall not apply to any of & resource
recovery plants, the aggregatre cost of which approximates
$300,000,000, if an industrial development authority adopted a
bond resolution with respect to such facilities on Decemlfer 17,
1984, and the projects were approved by the department of com-
merce of a Commonwealth on December 27, 1984.

(22) The amendments made by section 201 shall not apply to
a computer and office support center building in Minneapolis,
with respect to which the first contract, with an architecture
frim, was signed on April 30, 1985, and a construction contract
was signed on March 12, 1986.

(23) CERTAIN DISTRICT HEATING AND COOLING FACILITIES.—
The amendment made by section 201 shall not apply to pipes,
mains, and related equipment included in district heating and
cooling facilities, with respect to which the development author-
ity of a State approved the project through an inducement reso-
lution adopted on October 8, 1985, and in connection with
L_vhicg approximately $11,000,000 of tax-exempt bonds are to be
issued.

(24) CERTAIN VESSELS.—

(A) CERTAIN OFFSHORE VESSELS.—The amendments made
by section 201 shall not apply to any offshore vessel the con-
struction contract for which was signed on February 28,
1986, and the approximate cost of which is $9,000,000.

(B) CERTAIN INLAND RIVER VESSEL.—The amendments
made by section 201 shall not apply to a project involving
the reconstruction of an inland river vessel docked on the
Mississippi River at St. Louis, Missouri, on July 14, 1986,
and with respect to which: ]

(i) the estimated cost of reconstruction is approxi-
mately $39,000,000;

(ii) reconstruction was commenced prior to December
1, 1985;

(iii) at least $17,000,000 was expended before Decem-
ber 31, 1985; and

(C) SPECIAL AUTOMOBILE CARRIER VESSELS.—The amend-
ments made by section 201 shall not apply to two new auto-
mobile carrier vessels which will cost approximately
$47,000,000 and will be constructed by a U.S.-flag carrier to
operate, under the U.S.-flag and with an American crew, to
transport foreign automobiles to the United States, in a
case where negotiations for such transportation arrange-



I-80

ments commenced in April 1985, formal contract bids were
submitted prior to the end of 1985, and definitive transpor-
tation contracts were awarded in Ma__y 1986.

(D) The amendments made by section 201 shall not apply
to a 562-foot passenger cruise ship, which was purchased in
1980 for the purpose of returning the vessel to U.S. service,
the approximate cost of refurbishment of which is approxi-
mately $47 million.

(25) CERTAIN WOOD ENERGY PROJECTS.—The amendments
made by section 201 shall not apply to two wood energy prod-
ucts for which applications with the Federal Energy Regulatory
Commission were filed before January 1, 1986, which are de-
scribed as follows: . .

(A) a 26.5 megawatt plant in Fresno, California, and

(B) a 26.5 megawatt plant in Rocklin, California.

(26) The amendments made by section 201 shall not apply to
property which is a geothermal project of less than 20
megawatts that was certified by the Federal Energy Regulatory
Commission on July 14, 1986, as a qualifying small power pro-
duction facility for purposes of the Public Utility Regulatory
Policies Act of 1978 pursuant to an application filed with the
Federal Energy Regulatory Commission on April 17, 1986.”

(27) CERTAIN ECONOMIC DEVELOPMENT PROJECTS— The amend-
ments made by section 201 shall not apply to any of the follow-
ing projects:

(A) A mixed use development on the East River the total
cost (;Lf which is approximately $400,000,000, with respect to
whic a letter of intent was executed on January 24, 198},
and with respect to which approximately $2.5 million had
been spent by March 1, 1986.

(B)_ A 356-room hotel, banquet, and conference facility (in-
cluding 525, 000 square feet of office space) the approximate
cost of which is $158,000,000, with respect to which a letter
of intent was executed on June 1, 1984 and with respect to
which an inducement resolution and bond resolution was
adopted on August 20, 1985.

(C) Phase 1 of a 4-phase project involving the construc-
tion of laboratory space and ground-floor retail space the
estimated cost of which is $32,000,000 and with respect to
which a memoradum of understanding was made before
August 29, 1983.

(D) A project involving the development of a 490,000
square foot mixed-use building at 152 W. 57th Street and
7th Avenue, New York, New York, the estimated cost of
which is $100,000,000, and with respect to which a building
permut applicaiton was filed in May 19586

(E) A mixed-use project containing a 300 unit, 19-story
hotel, garage, two multi-rise office buildings, and also in-
cluded a park, renovated riverboat, and bargé with festival
;nz?l’l.?:y?lace’ the capital outlays for which approximate $68

(F) The construction of a three- ; 79
will serve as the home afice for o sosucll s, Cuilding that
affiliated companies, with respect to which q city gg:; Y lto
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transfer its ownership of the land for the project in a Rede-
velopment Agreement executed on September 18, 1985, once
certain conditions are met.

(G) A commercial bank formed under the laws of the
State of New York which entered into an agreement on Sep-
tember 5, 1985, to construct its headquarters at 60 Wall
Street, New York, New York, with respect to such head-
quarters.

(H) Any property which is part of a commercial and resi-
dential project, the first phase of which is currently under
construction, to be developed on land which is the subject
of an ordinance passed on July 20, 1981, by the city council
of the city in which such land is located, designating such
land and the improvements to be placed thereon as a resi-
dential-business planned development, which development
is being financed in part by the proceeds of industrial de-
velopment bonds in the amount of $62,000 issued on Decem-
ber 4, 1985.

(28) The amendment made by section 201 shall not apply to
an $80 million capital project steel seamless tubular casings
minimill and melting facility located in Youngstown, Ohio,
which was purchased by the taxpayer in April 1985, and—

(A) the purchase and renovation of which was approved
by a committee of the Board of Directors on February 22,
1985, and

(B) as of December 31, 1985, more than $20,000,000 was
incurred or committed with respect to the renovation.

(29) The amendments made by section 201 shall not apply to
any project for residential rental property if—

(A) an inducement resolution with respect to such project
was adopted by the State housing development authority on
January 18, 1985, and

(B) such project was the subject of law suits filed on June
22, 1984, and November 21, 1985.

(30) The amendments made by section 201 shall not apply to
a 30 megawatt electric generating facility fueled by geothermal
and wood waste, the approximate cost of which is $55 million,
and with respect to which a 30-year power sales contract was
executed on March 22, 1985.

(31) The amendments made by section 201 shall not apply to
railroad maintenance-of-way equipment, with respect to which
a Boston bank entered into a firm binding contract with a
major northeastern railroad before March 2, 1986, to finance
$10.2 million of such equipment, if all of the equipment was
placed in service before August 1, 1986.

(32) The amendment made by section 201 shall not apply to—

(A) a facility constructed on approximately seven acres of
land located on Ogle’s Poso Creek Oil field, the primary
fuel of which will be bituminous coal from Utah or Wyo-
ming, with respect to which an application for an authority
to construct was filed on July 30, 1984, an authority to con-
struct was issued on February 28, 1985, and a prevention of
significant deterioration permit application was submitted
on June 17, 1985,
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lity constructed on appijoxz_mately seven acres of

lar(zlfl) Z)c/:?tc;é g,n Teorco’s Jasmin oil field, the pnnuz,ary fuel

f which will be bituminous coal from Utah or Wyoming,

Z}ith respect to which an authority to construct was filed on

August 30, 1984, an authority to construct wgtls.s.'ueci'on

May 4, 1985, and a prevention of significant deterioration
permit application was submitted on July 3, 1985, ”

(C) the Mountain View Apartments, in Hadley, Massa-

elts, .
ch;tbs‘) a facility expected to have a capacity of r;iqthle{ss :htzn
65 megawatts of electricity, the steam from which izts 0 be
sold to a pulp and paper mill, with respect to which appli.
cation was made to the Federal Regulatory Commission for
certification as a qualified facility on November 1, 1985,
and received such certification on January 24, 1986,

(E) $2.2 million of equipment ordered on January 27,
1986, in connection with a 60,000 square foot plant that
was completed in 1983, ) ) ) i

(F) to a magnetic resonance imaging machine, with re-
spect to which a binding contract to purchase was entered
into in April 1986, in connection with the construction of a
magnetic resonance imaging clinic with respect to which a
Determination of Need certification was obtained from a
State Department of Public Health on October 22, 1985, if
such property is placed in service before December 31, 1986,

(G) to a company located in Salina, Kansas, which has
been engaged in the construction of highways and city
Streets since 1946, but only to the extent of $1,410,000 of in-
vestment in new section 38 property,

(H) to a $300,000 project undertaken by a small metal
finishing company located in Minneapolis, Minnesota, the
first parts of which were recetved and paid for in January
1986, with respect to which the company received Board ap-
proval to purchase the largest Dpiece of machinery it has
ever ordered in 1985,

@ A $1.2 million finishing machine that was purchased
on April 2, 1986 and placed into service in September 1986
by a company located in Davenport, ITowa, )

() A 25 megawatt small power production facility, with
respect to which Qualifying Facility status no. QF86-593-

00 was granted on March 5, 1986, )

(K) A $600 million 250 megawatt plant placed in service
by the Sierra Pacific Power Company, )

» @ ]2% units of rental housing the Point Gloria Limited
artnership,

(M) Kenosha Harbor, in Kenosha, Wisconsin,

(N) Lakeland Park Phase 1L in Baton Rouge, Louisiana,

(0) the Santa Rosa Hotel, in New Orleans, Louisiana,

(P) the Sheraton Baton Rouge, in Baton Rouge, Louisi-
ana,

Q) $300,000 of equipment laced in service ; ;
connection with the relrJLovatioez of the Bestvlﬁ;z in 1986, in

/ L estern Town-
house Convention Center in Cedar Rapids, ITowa, "



I-83

(R) the segment of a nationwide Ziber optics telecommuni-
cations network placed in service by SouthernNet, the total
estimated cost of which is $37 million,

(S) two cogeneration facilities, placed in service by the
Reading Anthracite Company, costing approximately $110
million each, with respect to which filings were made with
the Federal Energy Regulatory Commission on December
31, 1985, and which are located in Pennsylvania,

(T) a fiber optics network placed in service by Kansas
City Southern Industries, the total estimated cost of which
is $25 million,

(U) & newly constructed fishing vessels, and one vessel
that is overhauled, placed in service by Mid Coast Marine,
but only to the extent of $6.7 million of investment,

(V) $350,000 of equipment acquired in connection with
the reopening of a plant in Bristol, Rhode Island, which
plant was purchased by Buttonwoods, Ltd., Associates on
February 7, 1986,

(W) $4.046 million of equipment placed in service by
Brendle's Inc., acquired in connection with a Distribution
Center,

(X) a multi-family mixed-use housing project located in a
home rule city, the zoning for which was changed to resi-
dential business planned development on November 26,
1985, and with respect to which both the home rule city
and the State housing finance agency adopted inducement
resolutions on December 20, 1985,

(Y) the Myrtle Beach Convention Center, in South Caroli-
na, to the extent of $25 million of investment, and

(Z) railroad cars placed in service by the Pullman Leas-
ing Company, pursuant to an April 3, 1986 purchase order,
costing approximately $10 million

(33) The amendments made by section 201 shall not apply
to—

(A) $400,000 of equipment placed in service by Super Key
Market, if such equipment is placed in service before Janu-
ary 1, 1987,

(B) the Trolley Square project, the total project cost of
which is $24.5 million, and the amount of depreciable real
property of which is $14.7 million.

(C) a waste-to-energy project in Derry, New Hampshire,
costing approximtely $60 million,

(D) the City of Los Angeles Co-composting project, the es-
timated cost of which is $62 million, with respect to which,
on July 17, 1985, the California Pollution Control Financ-
ing Authority issued an initial resolution in the maximum
amount of $75 million to finance this project,

(E) the St. Charles, Missouri Mixed-Use Center,

(F) Oxford Place in Tulsa, Oklahoma, o

(G) an amount of investment generating $20 million of
investment tax credits attributable to property used on the
Illinois Diversatch Campus, ]

(H) $25 million of equipment used in the Melrose Park
Engine Plant that is sold and leased back by Navistar,
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housand vending machines, for a cost approximat-
ing)$g.04 tmzllwn placed into service by Folz Vending Co.

) a 24 megawatt alternative energy facility placed in
service by Peat Products, with respect to u{htgh certification
by the Federal Energy Regulatory Commussion on April 3,
1986, and . .

(K) Burbank Manors, in Illinois. o

(b) SpECIAL RULE FOR CzrraIN PropERTY.The prouisions of sec-
i 168(6(8) of the Internal Revenue Code of 1954 (as amended by
section 209 of the Tax Equity and Fiscal _ReSPO’lS"_blllty Act of 1982)
shall continue to apply to_any transaction permitted by reason of
section 12(c)(2) of the Tax Reform Act of 1 984 or section 209(d)1)(B)
of the Tax Equity and Fiscal Responsibility Act of 1982.

(c) APPLICABLE DATE IN CERTAIN CASES.— o

(1) Section 203(b)(2) shall be applied by substituting January
1, 1992” for January 1, 1991 in the following cases. )

(A) in the case of a 2-unit nuclear powered electric gener-
ating plant (and equipment and incidental appurtenances),
constructed pursuant to contracts entered into by the owner
operator of the facility before December 31, 1975, including
contracts with the engineer/constructor and the nuclear
steam system supplier, such contracts shall be treated as
contracts described in section 203(b)INA),

(B) a cogeneration facility with respect to which an appli-
cation with the Federal Energy Regulatory Commission
wag filed on August 2, 1985, and approved October 15, 1985,
an

(C) in the case of a 1,300 megawatt coal-fired steam pow-
ered electric generating plant (and related equipment and
incidental appurtenances), which the three owners deter-
mined in 198} to convert from nuclear power to coal power
and for which more than $600 million had been incurred
or committed for construction before September 25, 1985,
except that no investment tax credit will be allowable
under section 49(d)(8) added by section 211(a) of this Act for
g}lylggglzﬁed progress expenditures made after December

(2) Section 203(b)(2) shall be applied by substituting “April 1
1992” for the applicable date thcﬁpwouldyotherwise agply, l;n the
case of the second unit of a twin steam electric generating facil-
iy b;’.nd related equipment which was granted a certificate of
public convenience and necessity by a public service commission
p;‘zor to January 1, 1982, if the first unit of the facility was
z ﬁa(:Ie.;f?;n rfzeorrilct‘;z g" l%’rl 3% eofggléary 1, 1985, and before September

s ) n
Cog)trgtction ng g un’it.oo had been expended toward the

ection 203(b)(2) shall be applied by substituting
” : g “January
fh eJ igg; 0];(1 the applicable date that would otherwise apply in
(A) new commercial passenger aircraft used ]
(liilc’l'il:rez’telrfe‘z 3 il;ll;ldll;nf coztracf with resl;ect to I;ighdgl{;t:ﬁé;c_t
0 befor ] i
a present class Iife of ;2 .;;Zr%s ’1, 1986, and such aircraft has
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(B) a pumped storage hydroelectric project with respect to
which an application was made to the Federal Energy Reg-
ulatory commission for a license on February 4, 197}, and
license was issued August 1, 1977, the project number of
which is 2740,

(C) a facility for the manufacture of an improved parti-
cleboard, if—a binding contract to purchase such equip-
ment was executed March 8, 1986, such equipment will be
placed in service by January 1, 1988, and such facility is
located in or near Moncure, North Carolina, and

(D) a newsprint mill in Pend Oreille county, Washington,
costing about $290 million.

(7) The amendments made by section 201 shall not apply to a
limited amount of the following property or a limited amount
of property set forth in submission before September 16, 1986, by
the following taxpayers—

(A) Arena project, Michigan,

(B) Campbell Soup Company, Pennsylvania and Califor-
nia,

(C) Overton, Florida,

(D) Legett and Platt,

(E) East Bank Housing Project,

(F) Standard Telephone Company,

(G) Presidential Air,

(H) Ann Arbor Railroad,

(D Ada, Michigan Cogeneration,

(J) Anchor Store Project, Michigan,

(K) Biogen Power,

(L) $14 million of television transmitting towers placed
in service by Media General, Inc., which were subject to
binding contracts as of January 21, 1986, and will be
Pplaced in service before January 1, 1988,

(M) Hardage Company,

(N) Mesa Airlines,

(0) Yarn-spinning equipment used at Spring Cotton
Mills, and

(P) 328 units of low-income housing at Angelus Plaza.

(d) RaiLroaD GRADING AND TUNNEL BORES.—

(1) IN GENERAL.—In the case of expenditures for railroad
grading and tunnel bores which were incurred by a common
carrier by railroad to replace property destroyed in a disaster oc-
curring on or about April 17, 1983, near Thistle, Utah, such ex-
penditures, to the extent not in excess of $15,000,000, shall be
treated as recovery property which is 5-year property under sec-
tion 168 of the Internal Revenue Code of 1954 (as in effect
before the amendments made by this Act) and which is placed
in service at the time such expenditures were incurred.

(2) BUSINESS INTERRUPTION PROCEEDS.—Business interruption
Dproceeds received for loss of use, revenues, or profits in connec-
tion with the disaster described in paragraph (1) and devoted by
the taxpayer described in paragraph (1) to the construction of
replacement track and related grading and tunnel bore expendi-
tures shall be treated as constituting an amount received from
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the involuntary conversion of property under section 1033(a)(?)

Code. )
Of(s.?ljc}}il'FF‘;ci"IVE paTE.—This subsection shall apply to taxable
years ending after April 17, 1983.
(¢) TREATMENT OF CERTAIN Dr1sASTER LOSSES.— _ _

(1) In ceNErAL.—In the case of a disaster described in para-
graph (%), at the election of the taxpayer, the amendments made
by section 201 of this Act— ) _

(A) shall not apply to any property placed in service
during 1987 or 1988, or ) ) '
(B) shall apply to any property placed in service during
1985 or 1986,
which is property to replace property lost, damaged, or destroyed
in such disaster. ‘ '

(2) DISASTER TO WHICH SECTION appLIES.—This section shall
apply to a flood which occurred on November 8 through 7, 1985,
and which was declared a natural disaster area by the Presi-
dent of the United States.

Subtitle B—Repeal of Regular Investment Tax
Credit

SEC. 211. REPEAL OF REGULAR IN VESTMENT TAX CREDIT.

(a) GENERAL RurLe.—Subpart E of part IV of subchapter A of
chapter 1 (relating to investment tax credit) is amended by adding
at the end thereof the following new section:

“SEC. 49. TERMINATION OF REGULAR PERCENTAGE.

“4a) GENERAL RULE.—For purposes of determining the amount of
the investment tax credit determined under section 46, the regular
percentage shall not apply to any property placed in service after De-
cember 31, 1985.

“b) ExcepTIONS.—Subject to the provisions of subsections (c) and
(d), subsection (a) shall not apply to the following:

‘(1) TRANSITION PROPERTY.—Property which is transition
property (within the meaning of subsection (e)).
JAZ‘V(gi RQYU,;LIFIED I}ROtC}}lRESS EX?ENDITURE FOR PERIODS BEFORE
. , 1986.—In the case of any taxpayer who an
election under section 46(d)(6), the pg,rtiorlzD o/}f’ the adjfs‘if ;tfseisaof
any progress expenditure property attributable to qualified
progress expenditures for periods before January 1, 1986.
ODS BEFORE JANUARY 1, 1986. .
(3) QUALIFIED TIMBER PROPERTY.—The portion of the adjust-
ed basis of qualified timber property which is treated as section

. 38 property under section 48 (a)(1)(F).

A F’I(:?)R ?g:g};{E'ECENT RepuctioNn IN CREDIT FOR TAXABLE YEARS
(1) REDUCTION IN CURRENT YEAR INVESTMENT CREDIT.—AnYy
portion of the current year business credit under section 38(b)
for any taxable year beginning after June 30, 1987, which is al-

tributable to the regular i .
35 percent. gular investment credit shall be reduced by



I-87

“(?2) UNEXPIRED CARRYFORWARDS TO 1ST TAXABLE YEAR BE-
GINNING AFTER JUNE 30, 1987.—Any portion of the business
credit carryforward under section 38(a)(1) attributable to the
regular investment credit which has not expired as of the close
of the taxable year preceding the Ist taxable year of the taxpay-
er beginning after June 30, 1987, shall be reduced by 35 percent.

“3) SPECIAL RULE FOR TAXABLE YEARS BEGINNING BEFORE
AND ENDING AFTER JULY 1, 1987.—In the case of any taxable
year beginning before and ending after July 1, 1987—

(A) any portion of the current year business credit under
section 38(b) for such taxable year, or

““{B) any portion of the business credit carryforward
under section 38(a)(1) to such year,

which is attributable to the regular investment credit shall be
reduced by the applicable percentage.

“}) TREATMENT OF DISALLOWED CREDIT.—

“‘A) IN GENERAL.—The amount of the reduction of the
regular investment credit under paragraphs (1) and (2)
shall not be allowed as a credit for any taxable year.

‘(B) No CARRYBACK FOR YEAR STRADDLING JULY 1, 1987;
GROSS UP OF CARRYFORWARDS.—The amount of the reduc-
tion of the regular investment credit under paragraph (3)—

“ti) may not be carried back to any taxable year, but
“Gii) shall be added to the carryforwards from tke
taxable year before applying paragraph (2).

“5) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection—

“CA) APPLICABLE PERCENTAGE.—The term ‘applicable per-
centage’ means, with respect to a taxable year beginning
before and ending after July 1, 1987, the percentage which
bears the same ratio to 35 percent as—

“Gi) the number of months in such taxable year after
June 30, 1987, bears to
“(ii) the number of months in such taxable year.

“(B) REGULAR INVESTMENT CREDIT.—

“t) IN GENERAL.—The term ‘regular investment
cred)it’ has the meaning given such term by section
48(0).

“(ii) EXCEPTION FOR TIMBER PROPERTY.—The term
‘regular investment credit’ shall not include any por-
tion of the regular investment credit which is attribut-
able to section 38 property described in section
48(a)(I(EF).

“C) PORTION OF CREDITS ATTRIBUTABLE TO REGULAR IN-
VESTMENT CREDIT.—The portion of any current year busi-
ness credit or business credit carryforward which is attrib-
utable to the regular investment credit shall be determined
on the basis that the regular investment credit is used first.

“ld) FuLL Basis ADJUSTMENT.—

“1) IN GENERAL.—In the case of periods after December 31,
1985, section 48(q) (relating to basis adjustment to section 38
propert‘y) shall be applied with respect to transaction property—

“A) by substituting ‘100 percent’ for ‘50 percent’ in para-
graph (1), and
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“(B) without regard to paragraph (4) thereof (relating to
elec(tll?gn of reducec?r credit in lieu of basis adjustment).

“(?) SPECIAL RULE FOR QUALIFIED PROGRESS EXPENDITURES.—

If the taxpayer made an election under section 48(q)4) with re-

spect to any qualified progress expenditures for periods before

January 1, 1986—

“(A) paragraph (1) shall not apply to the portion of the

adjusted basis attributable to such expenditures, and _
“B) such election shall not apply to such expenditures
for periods after December 31, 1955. ) ]
“(e) TransiTION PROPERTY.—For purposes of tfus section—

“1) TransiTioNn PROPERTY.—The term ‘transition property’
means any property placed in service after December 31, 1985
and to which the amendments made by section 201 of the Tax
Reform Act of 1986 do not apply, except that in making such
determination— .

“CéA) section 203(a)1)(A) of such Act shall be applied by
substituting ‘1985’ for ‘1986,
“(B) sections 203()(1) and 204(a)3) of such Act shall be
?ggéz;ed by substituting ‘December 31, 1985’ for ‘March 1,
“C) in the case of transition property with a class life of
less than 7 years—
“G) section 203(b)2) of such Act shall apply, and
D) in the case of property with a class life—
“D of less than 5 years, the applicable date
shall be July 1, 1986, and
“aD at least 5 years, but less than 7 years, the
“Dy a;;pltcagéeg ((lis(t;) sh}(lzllllbebJanualy 1, 1987, and
section sha ; tuti
‘ 996" for 498" e applied by substituting

TREATMENT OF PROGRESS EXPENDITURES.—No Dprogress

expenditures for periods after_ December 31, 1985, with respect to

[

(6) NorMaLizaTIiON Rurgs —If, for an nni
—If, Yy taxable year beginnin,
after December 31, 1985, the requirements of paragTa‘;h 18] gg;‘l ) 0?;
section 46(f) of the Internal Revenue Code of 1986 are not met with
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ferred to in paragraph (1), the taxpayer’s tax for the taxable
year shall be increased by the amount of such excess.
If any portion of the excess described in paragraph (2) is attributa-
ble to a credit which is allowable as a carryover to a taxable year
beginning after December 31, 1985, in lieu of applying paragraph (2)
with respect to such portion, the amount of such carryover shall be
reduced by the amount of such portion. Rules similar to the rules of
this subsection shall apply in the case of any property with respect
to which the requirements of section 46(f(9) of such Code are met.
(¢) CoNFORMING AMENDMENT.—The table of sections for subpart E
of part IV of subchapter A of chapter I is amended by adding at the
end thereof the following new item:
“Sec. 49. Termination of regular percentage.”

(d) ExcEPTION FOR CERTAIN AIRCRAFT USED IN ALASKA.—

(1) The amendments made by subsection (a) shall not apply to
property originally placed in service after December 29, 1982,
and before August 1, 1985, by a corporation incorporated in
Alaska on May 21, 1953, and used by it—

(A) in part, for the transportation of mail for the United
States Postal Service in the State of Alaska, and

(B) in part, to provide air service in the State of Alaska
on routes which had previously been served by an air carri-
er that received compensation from the Civil Aeronautics
Board for providing service.

(2) In the case of property described in subparagraph (A)—

(A) such property shall be treated as recovery property de-
scribed in section 208(d)(5) of the Tax Equity and Fiscal Re-
sponsibility Act of 1982 (“TEFRA”);

(B) “48 months” shall be substituted for “3 months” each
place it appears in applying—

(i) section 48(b)2)(B) of the Code, and

(1) section 168(A(8XD) of the Code (as in effect after
the amendments made by the Technical Corrections
Act of 1982 but before the amendments made by
TEFRA); and

(C) the limitation of section 168(A(8)D)G)IID) (as then in
effect) shall be read by substituting ‘‘the lessee’s original
cost basis.”, for “the adjusted basis of the lessee at the time
of the lease.”.

(3) The aggregate amount of property to which this paragraph
shall apply shall not exceed $60,000,000.

(e) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in this subsection, the
amendments made by this section shall apply to property placed
in service after December 31, 1985, in taxable years ending after
such date.

(2) EXCEPTIONS FOR CERTAIN FILMS.—For purposes of deter-
mining whether any property is transition property within the
meaning of section 49(e) of the Internal Revenue Code of 1986—

(A) in the case of any motion picture or television film,
construction shall be treated as including production for
purposes of section 203(b)(1) of this Act, and written con-
temporary evidence of an agreement (in accordance with in-
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dustry practice) shall be treated as a written binding con-

tract for such purposes, .. . .

(B) in the case of any television film, a license agreement
or agreement for production services between a television
network and a producer shall be treated as a binding con-
tract for purposes of section 203(b)1)XA) of this Act, and

(C)'a motion picture film shall be treated as described in
section 203(b)1)(A) of this Act if— , ,

(i) funds were raised pursuant to a public offering
before September 26, 1985, for the production of such

ilm,

4 (ii) 40 percent of the funds raised pursuant to such
public offering are being spent on films the production
of which commenced before such date, and

(iii) all of the films funded by such public offering
are required to be distributed pursuant to distribution
agreements entered into before September 26, 1985.

(3) NorMmALIzATION RULES.—The provisions of subsection (b)
shall apply to any violation of the normalization requirements
under paragraph (1) or (2) of section 46(f) of the Internal Reve-
nue Code of 1986 occurring in taxable years ending after Decem-
ber 31, 1985.

(4) ADDITIONAL EXCEPTIONS.—

(A) Paragraphs (c) and (d) of section 49 of the Internal
Revenue Code of 1954 shall not apply to any continuous
caster facility for slabs and blooms which is subject to a
lease and which is part of a project the second phase of
which is a continuous slab caster which was placed in serv-
ice before December 31, 1935.

(B) For purposes of determining whether an automobile
manufacturing facility (including equipment and inciden-
tal appurtenances) is transition property within the mean-
ing of section 49(e), property with respect to which the
Board of Directors of an automobile manufacturer formally
approved the plan for the project on January 7, 1985 shall
be treated as transition property, but only with respect to
$70 million of regular investment tax credits.

SEC. 212, EFFECTIVE 15-YEAR CARRYBACK OF EXISTING CARRYFORWARDS
OF STEEL COMPANIES.

(a) GENERAL RULE.—If a qualified corporation makes an election
under this section for its Ist taxable year beginning after December
31, 1986, with respect to any portion of its existing carryforwards,
the amount determined under subsection (b) shall be treated as a
payment against the tax imposed by chapter 1 of the Internal Reve-
nue Code of 1986 made by such corporation on the last day pre-
scribed by law (without regard to extensions) for filing its return of
tax under chapter 1 of such Code for such Ist taxable year.

(b) AMOUNT.—For purposes of subsection (a), the amount deter-
mzned(zlt)ngzr this subs;cr;fon shall be the lesser of—

Dpercent of the portion of the corporation’ St -
ryforwards to which the electionfunder sgbs;t;z;’lls(éxg;)r;zgescagr

(2) the corporation’s net tax liability for the carryback pen,'od.
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(¢) CorPOrRATION MakING ELecTioN May Nor USE SAME
Amounts UNDER Section 38.—In the case of a qualified corpora-
tion which makes an election under subsection (a), the portion of
such corporation’s existing carryforwards to which such an election
applies shall not be taken into account under section 38 of the Inter-
nal Revenue Code of 1986 for any taxable year beginning after De-
cember 31, 1986.

(d) NET TAX LIABILITY FOR CARRYBACK PERIOD.—For purposes of
this section—

(1) IN GENERAL.—A corporation’s net tax liability for the car-
ryback period is the aggregate of such corporation’s net tax li-
ability for taxable years in the carryback period.

(2) NET TAX LIABILITY.—The term ‘“net tax liability” means,
with respect to any taxable year, the amount of the tax imposed
by chapter 1 of the Internal Revenue Code of 195} for such tax-
able year, reduced by the sum of the credits allowable under
part IV of subchapter A of such chapter 1 (other than section 34
thereof). For purposes of the preceding sentence, any tax treated
as not imposed by chapter 1 of such Code under section 26(b)2)
of s;tch Code shall not be treated as tax imposed by such chap-
ter 1.

(3) CARrRYBACK PERIOD.—The term ‘“carryback period’ means
the period—

(A) which begins with the corporation’s 15th taxable year
preceding the Ist taxable year from which there is an
unused credit included in such corporation’s existing carry-
forwards (but in no event shall such period begin before the
corporation’s Ist taxable year ending after December 31,
1961), and

(B) which ends with the corporation’s last taxable year
beginning before January 1, 1956.

(e) No REcOMPUTATION OF MiniMuMm Tax, Erc.—Nothing in this
section shall be construed to affect—

(1) the amount of the tax imposed by section 56 of the Inter-
nal Revenue Code of 1986, or

(2) the amount of any credit allowable under such Code,

for any taxable year in the carryback period.

(f) REINVESTMENT REQUIREMENT.—

(1) INn GENERAL.—Any amount determined under this section
must be committed to reinvestment in, and modernization of
the steel industry through investment in modern plant and
equipment, research and development, and other appropriate
projects, such as working capital for steel operations and pro-
grams for the retraining of steel workers.

(2) GENERAL RULE.—In this section applies to LTV Corpora-
tion in lieu of the requirements of paragraph (1),

(A) such corporation shall place such refund in a sepa-
rate account; and

(B) amounts in such separate account—

(i) shall only be used by the corporation—

(I) to purchase an insurance policy which pro-
vides that, in the event the corporation becomes in-
volved in a title 11 or similar case (as defined in
section 368(a)(3XA) of the Internal Revenue Code of
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1954), the insurer will provide life and health in-
surance coverage during the I-year perwd begin-
ning on the date such inolvement begins to any in-
dividual with respect to whom the corporation
would (but for such involvement) have been obli-
gated to provide such coverage the coverage provid-
ed by the insurer will be identical to the coverage
which the corporation would (but for such in-
volvement) have been obligated to provtde,. and pro-
vides that the payment of insurance premiums will
not be required during such 1-year period to keep
such policy in force, or

(II)pdireZtly {n connection with the trade or busi-
ness of the corporation in the manufacturer or pro-

duction of steel; and '
(ii) shall be used (or obligated) for purposes described
in clause (i) not later than 3 months after the corpora-

tion receives the refund.
(g) DEFINITIONS.—For purposes of this section—
(1) QUALIFIED CORPORATION.—

(A) IN GENERAL—The term “qualified corporation”
means any corporation which is described in section 806(b)
of the Steel Import Stabilization Act and a company which
was uncorporated on February 11, 1983, in Michigan.

(B) CERTAIN PREDECESSORS INCLUDED.—In the case of any
qualified corporation which has carryforward attributable
to a predecessor corporation described in such section
806(b), the qualified corporation and the predecessor corpo-
ration shall be treated as 1 corporation for purposes of sub-
sections (d) and (e).

(2) EXISTING CARRYFORWARDS.—The term ‘“existing carryfor-
ward” means the aggregate of the amounts which—

(A) are unused business credit carryforwards to the tax-
payer's Ist taxable year beginning after December 31, 1986
(determined without regard to the limitations of section
48(c) and any reduction under section 49 of the Internal
Revenue Code of 1986), and

(B) are attributable to the amount of the regular invest-
ment credit determined under section }6(a)(1) of such Code
(relating to regular percentage), or any corresponding provi-

sion of prior law, determined on the basis that the regular
investment credit was used first.

SEC. 213. EFFECTIVE 15-

o 32 QUAL%' IgEbAFRAg%I;ZléBA CK OF EXISTING CARRYFORWARDS

@) GENERAL RULE.—If a taxpayer who is a qualifi mer
makes an election under this secfiojr/z for its Ist tagagll;f;ee(tizrfzggin-
ming after December 81, 1986, with respect to any portion of its exist-
;r}zlil lcc[z)rrjiforwards, the amount determined under subsection (b)
orl Ie reated as a payment against the tax imposed by chapter 1
; cel nternal Revenue Code of 1986 made by such taxpayer on the
ast day prescribed by law (without regard to extensions) for filing

;,tesa:etum of tax under chapter 1 of such Code for such Ist taxable
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(b) AMOUNT.—For purposes of subsection (a), the amount deter-
mined under this subsection shall be equal to the smallest of—

(1) 50 percent of the portion of the taxpayer’s existing carry-
forwards to which the election under subsection (a) applies,

(2) the taxpayer’s net tax liability for the carryback period
(within the meaning of section 212(d) of this Act), or

(3) $750.

(c) TaAxPAYER MAKING ELECTION May Nor USe SAME AMOUNTS
UNDER SECTION 38.—In the case of a qualified farmer who makes
an election under subsection (a), the portion of such farmer’s exist-
ing carryforwards to which such an election applies shall not be
taken into account under section 38 of the Internal Revenue Code of
1986 for any taxable year beginning after December 31, 1986.

(d) No RECOMPUTATION OF Minmmum Tax, Erc. —Nothing in this
section shall be construed to affect—

(1) the amount of the tax imposed by section 56 of the Inter-
nal Revenue Code of 1954, or

(2) the amount of any credit allowable under such Code,

for any taxable year in the carryback period (within the meaning of
section 212(d)(3) of this Act).

(¢) DEFINITIONS AND SPECIAL RuLES.—For purposes of this sec-
tion—

(1) QUALIFIED FARMER.—The term “qualified farmer” means
any taxpayer who, during the 3-taxable year period preceding
the taxable year for which an election is made under subsection
(a), derived 50 percent or more of the taxpayer’s gross income
from the trade or business of farming.

(2) EXISTING CARRYFORWARD.—The term “existing carryfor-
ward” means the aggregate of the amounts which—

(A) are unused business credit carryforwards to the tax-
payer’s Ist taxable year beginning after December 31, 1986
(determined without regard to the limitations of section
38(c) of the Internal Revenue Code of 1986), and

(B) are attributable to the amount of the investment
credit determined under section 46(a) of such Code (or any
corresponding provision of prior law) with respect to section
38 property which was used by the taxpayer in the trade or
business of farming, determined on the basis that such
credit was used first. . ‘

(3) Farming.—The term ‘farming” has the meaning given
such term by section 2032A(e) (4) and (5) of such Code.

Subtitle C—General Business Credit Reduction

SEC. 221. REDUCTION IN TAX LIABILITY WHICH MAY BE OFFSET BY BUSI-
NESS CREDIT FROM 85 PERCENT TO 75 PERCENT.

(a) IN GENERAL.—Subparagraph (B) of section 38(c)(1) (relating to
limitation based on amount of tax) is amended by striking out “85
percent” and inserting in lieu thereof “75 percent’. .

(b) ErrFecTIVE DATE.—The amendment made by subsection (a)
shall apply to taxable years beginning after December 31, 1985.
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Subtitle D—Research and Development
Provisions

SEC. 231. AMENDMENTS RELATING TO CREDIT FOR INCREASING RESEARCH
ACTIVITIES. )
(a) 3-YEAR EXTENSION OF THE RESEARCH CREDIT.—' ) .

(1) In GENERAL.—Section 30 (relating to credit for increasing
research activities) is amended by adding at the end thereof the
following new subsection:

“(h) TERMINATION.—

‘WU In GeNERAL.—This section shall not apply to any amount
paid or incurred after December 31, 1988.

“(2) CoMPUTATION OF BASE PERIOD EXPENSES.—In the case g{
any taxable year which begins before January 1, 1989, and en
after December 31, 1988, any amount for any base period with
respect to such taxable year shall be the amount which bears
the same ratio to such amount for such base period as the
number of days in such taxable year before January 1, 1989,
bears to the total number of days in such taxable year.”

(2) CONFORMING AMENDMENT.—Subsection (d) of section 231
of the Economic Recovery Tax Act of 1981 is amended—

(A) by striking out “ and before January 1, 1986” in

paragraph (1), and

(B) by striking out the last sentence of paragraph (9)(A).

(b) DEFINITION OF QUALIFIED REsEarcH; CERTAIN RESEARCH Nor

EL161BLE FOR CREDIT.—Subsection (d) of section 30 (defining quali-
ﬁe‘c‘i research) is amended to read as follows:

o n(d) QUALIFIED RESEARCH DEeFINED.—For purposes of this sec-

se;’{gl iN GENERAL.—The term ‘qualified research’ means re-

“(A) with respect to which, expenditures may be treated as
ex;{;‘g)ses ’L:(uliler section 17},
_ which is undertaken for th 1 ]
informagan. fc e purpose of discovering
“(z')' which is technological in nature, and
(ii) the application of which is intended to be useful

in the development of a new or impr. 3
oved business com-
JPonent of the taxpayer, and i °

[y

ele,fgi‘:;‘%jfantia”y all f9f the activities of which constitute
. > O] @ process of experi 1 3
scribed in paragraph (3), perimentation for a purpose de

S ! . . . .
: l)tch term does not include any activity described in paragraph

«
(2) TESTS 10 BE App
LIED SEPARATELY TO EACH BUSINESS COoM-
PONENT.—For purposes of this subsection—

(A4) In GENERAL.—Paragraph (1) shall be applied sepa-

rately wit,
payer%.’ ith respect to each business component of the tax-
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“(ii) used by the taxpayer in a trade or business of
the taxpayer.

“lC) SPECIAL RULE FOR PRODUCTION PROCESSES.—Any
plant process, machinery, or technique for commercial pro-
duction of a business component shall be treated as a sepa-
rate business component (and not as part of the business
component being produced).

“(3) PURPOSES FOR WHICH RESEARCH MAY QUALIFY FOR
CREDIT.—For purposes of paragraph (1IXC)—

“(A) IN GENERAL.—Research shall be treated as conduct-
ed for a purpose described in this paragraph if it relates
to—

“() a new or improved function,
“Git) performance, or
“Gii) reliability or quality.

“(B) CERTAIN PURPOSES NOT QUALIFIED.—Research shall
in no event be treated as conducted for a purpose described
in this paragraph if it relates to style, taste, cosmetic, or
seasonal design factors.

“(}) ACTIVITIES FOR WHICH CREDIT NOT ALLOWED.—The term
‘qualified research’ shall not include any of the following:

“(A) RESEARCH AFTER COMMERCIAL PRODUCTION.—Any re-
search conducted after the beginning of commercial produc-
tion of the business component.

‘Y{B) ADAPTATION OF EXISTING BUSINESS COMPONENTS.—
Any research related to the adaptation of an existing busi-
nes.:‘i component to a particular customer’s requirement or
need.

“C) DUPLICATION OF EXISTING BUSINESS COMPONENT.—
Any research related to the reproduction of an existing
business component (in whole or in part) from a physical
examination of the business component itself or from plans,
blueprints, detailed specifications, or publicly available in-
formation with respect to such business component.

“(D) SURVEYS, STUDIES, ETC.—Any—

“0) efficiency survey,

“Gi) activity relating to management function or
technique,

“iit) market research, testing, or development (in-
cluding advertising or promotions),

“liv) routine data collection, or

“lv) routine or ordinary testing or inspection for
quality control.

“(&) CoMPUTER SOFTWARE.—Except to the extent provided
in regulations, any research with respect to computer soft-
ware which is developed by (or for the benefit of) the tax-
payer primarily for internal use by the taxpayer, other than
for use in—

“G) an activity which constitutes qualified research
(determined with regard to this subparagraph), or

“Gi) a production process with respect to which the
requirements of paragraph (1) are met.

““F) FOREIGN RESEARCH.—Any research conducted out-
side the United States.
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“G) SoCIAL SCIENCES, ETC.—Any research in the social
sciences, arts, or humanities.

““H) FUNDED RESEARCH.—Any research to the extent
funded by any grant, contract, or otherwise by another

person (or governmental entity).”
(c) Repuction IN CrEpIT; CREDIT FOR BASIC RESEARCH PAYMENTS

70 QUALIFIED ORGANIZATIONS.— _ '
? (1) IN geENERAL.—Subsection (a) of section 30 is amended to

read as follows: .

“a) GENEI;zAL RuLe.—For purposes of section 38, the research
credit determined under this section for the taxable year shall be an
amount equal to the sum of—

“(1) 20 percent of the excess (if any) of—

“(A) the qualified research expenses for the taxable year,
over
“(B) the base period research expenses, and

“(%) 20 percent of the basic research payments determined
under subsection (e)1)(A).”

(2) DEFINITIONS AND SPECIAL RULES RELATING TO PAYMENTS
FOR BASIC RESEARCH.—Subsection (e) of section 30 (relating to
credit available with respect to certain basic research by col-
leges, universities, and certain research organizations) is
amended to read as follows:

‘(e) CrEDIT ALLOWABLE WiTH RESPECT TO CERTAIN PAYMENTS TO
QUALIFIED ORGANIZATIONS FOR BaSIC RESEARCH.—For purposes of
this section—

‘(U IN GENERAL.—In the case of any taxpayer who makes
basic research payments for any taxable year—

‘(A) the amount of basic research payments taken into
a;count under subsection (a)(2) shall be equal to the excess
O —
::(z) such basic research Dbayments, over
d(u) the qualified organization base Dperiod amount,
an
“(B) that portion of such basic research payments which
does not exceed the qualified organization base period
amount shall be treated as contract research expenses for

. JPurposes of subsection (a)(1).
his su‘bsggg) anSEARCH PAYMENTS DEFINED.—For purposes of

. a(A) Iv ’?ENERAL.—The term ‘basic research payment’

neans, with respect to any taxable year, any amount paid

15/ ng such taxable year by a corporation to any
qualzﬁs(i_ organization for basic research but only if—

t(z) such payment is pursuant to a written agreement
tli) ’l:egz dsuch corporation and such qualified organiza-

“Gi) such basic research ;

 qualified orgams, rese ch is to be performed by such

XCEPTION TO REQUIREMENT THAT -

FORMED BY THE ORGANIzZA TION.—In the cngEARCH BEl PEI&
organizat d : ¢ e of a qualifie

ton described in subparagraph (C) or (D) of para-

graph (6), clause (ii) of subparagraph (A) shall not apply.
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“(3) QUALIFIED ORGANIZATION BASE PERIOD AMOUNT.—For
purposes of this subsection, the term ‘qualified organization
base period amount’ means an amount equal to the sum of—

“(A) the minimum basic research amount, plus

“(B) the maintenance-of-effort amount.

“(4) MINIMUM BASIC RESEARCH AMOUNT.—For purposes of this
subsection—

“téA) In GENERAL.—The term ‘minimum basic research
amount’ means an amount equal to the greater of—

“G) 1 percent of the average of the sum of amounts
paid or incurred during the base period for—

“) any in-house research expenses, and

“dD any contract research expenses, or

“lii) the amounts treated as contract research ex-
penses during the base period by reason of this subsec-
tion (as in effect during the base period).

“(B) FLoor aMmoUNT.—Except in the case of a taxpayer
which was in existence during a taxable year (other than a
short taxable year) in the base period, the minimum basic
research amount for any base period shall not be less than
50 percent of the basic research payments for the taxable
year for which a determination is being made under this
subsection.

“(5) MAINTENANCE-OF-EFFORT AMOUNT.—For purposes of this
subsection—

““tA) IN GENERAL.—The term ‘maintenance-of-effort
amount’ means, with respect to any taxable year, an
amount equal to the excess (if any) of—

“i) an amount equal to—

“ the average of the nondesignated university
contributions paid by the taxpayer during the base
period, multiplied by

“ID) the cost-of-living adjustment for the calen-
dar year in which such taxable year begins, over

“lii) the amount of nondesignated university contri-
butions paid by the taxpayer during such taxable year.

“(B) NONDESIGNATED UNIVERSITY CONTRIBUTIONS.—For
purposes of this paragraph, the term ‘nondesignated univer-
sity contribution’ means any amount paid by a taxpayer to
any qualified organization described in paragraph (6)A)—

“4) for which a deduction was allowable under sec-
tion 170, and
“Uit) which was not taken into account—

“D in computing the amount of the credit under
this section (as in effect during the base period)
during any taxable year in the base period, or

“ID as a basic research payment for purposes of
this section.

“(C) COST-OF-LIVING ADJUSTMENT DEFINED.—

“G) In GENERaL.—The cost-of-living adjustment for
any calendar year is the cost-of-living adjustment for
such calendar year determined under section 1(f)(3).

“ii) SPECIAL RULE WHERE BASE PERIOD ENDS IN A
CALENDAR YEAR OTHER THAN 1983 OR 1984.—If the base
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eriod of any taxpayer does not end in 1983 or 1984,

Bocti hi agraph.
1(f(3)(B) shall, for purposes of this paragraph,
%iczz;lie(df)(by( substituting the calendar year in which

such base period ends for 1987. _ ;
“6) QUALIFIED ORGANIZATION.—.FOT purposes of this subsec-
tion, the term ‘qualified organization” means amny of the follow-

3 jzations: .

e Org“}(ZSZ%Z)UCATIONAL INSTITUTIONS.—Any educational orga-

jzation which— ' ‘ o
i “G) is an institution of higher education (within the

meaning of section 3304(P), and .

“i) Lf déscribed in section 170(b)(1(A)G1).

“B) CERTAIN SCIENTIFIC RESEARCH ORGANIZATIONS, —Any
organization not described in sqbparagraph (A) which—

“i) is described in section 501(cX3) and is exempt
from tax under section 501(a), . .

“Gi) is organized and operated primarily to conduct
scientific research, and

“Gii) is not a private foundation.

“C) SCIENTIFIC TAX-EXEMPT ORGANIZATIONS.—Any orga-
nization which—

“(i) is described in—

“I) section 501(c)3) (other than a private foun-
dation), or
“aD) section 501(c)(6),

“(i1) is exempt from tax under section 501(a),

“(iti) is organized and operated primarily to promote
scientific research by qualified organizations described
in subparagraph (A) pursuant to written research
agreements, and

“liv) currently expends—

“(D substantially all of its funds, or
“(D substantially all of the basic research pay-
ments received by it,
for grants to, or contracts for basic research with, an
. organization described in subparagraph (A).
(D) CERTAIN GRANT ORGANIZATIONS.—Any organization
not desgrjzbgd in subparagraph (B) or (C) which—

(V) is described in section 501(c)3) and is exempt
from tax under section 501(a) (other than a private
fozf‘n_dation),

(i) is established and maintained by an organiza-
tion established before July 10, 1981, which meets the
requirements of clause (i),

(Tii) is organized and operated exclusively for the
purpose of making grants to organizations described in
subparagraph (A) bursuant to written research agree-
ments for purposes of basic research, and

(tv) makes an election, revocable only with the con-
sent of the Secretary, to be treated as a private founda-
tion for purposes of this title (other than section 4940,
relating to excise tax based on investment income).

[}
(?) DEFINITIONS AND — .
[ SPECIAL RULES.—For
bt ] or purposes of this
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“(A) Basic rEsearcH.—The term ‘basic research’ means
any original investigation for the advancement of scientific
knowledge not having a specific commercial objective,
except that such term shall not include—

“G) basic research conducted outside of the United
States, and

“(i;’) basic research in the social sciences, arts, or hu-
manities.

“(B) BASE PERIOD.—The term ‘base period’ means the 3-
taxable-year period ending with the taxable year immedi-
ately preceding the Ist taxable year of the taxpayer begin-
ning after December 31, 1983.

“(C) EXCLUSION FROM INCREMENTAL CREDIT CALCULA-
TION.—For purposes of determining the amount of credit al-
lowable under subsection (a)1) for any taxable year, the
amount of the basic research payments taken into account
under subsection (a)(9)—

‘i) shall not be treated as qualified research ex-
penses under subsection (a)(1)(A), and

“ii) shall not be included in the computation of base
period research expenses under subsection (a)(1)(B).

‘D) TRADE OR BUSINESS QUALIFICATION.—For purposes of
applying subsection (b)(1) to this subsection, any basic re-
search payments shall be treated as an amount paid in car-
rying on a trade or business of the taxpayer in the taxable
year in which it is paid (without regard to the provisions of
subsection (b)(3)B)).

“(E) CERTAIN CORPORATIONS NOT ELIGIBLE.—The term
‘corporation’ shall not include—

“G) an 8 corporation,
“lii) a personal holding company (as defined in sec-
tion 542), or
“(iit) a service organization (as defined in section
$LmIS3).”
(d) ResearcH CREDIT TREATED AS OTHER BUSINESS CREDITS.—

(1) IN GENERAL.—Section 38(b) (relating to current year busi-
ness credit), as amended by this Act, is amended by striking out
“plus” at the end of paragraph (2), by striking out the period at
the end of paragmpif (3) and inserting in lieu thereof “ plus’,
and by adding at the end thereof the following new paragraph:

“(4) the research credit determined under section 41(a).’

(?) TRANSFER OF RESEARCH CREDIT TO SUBPART RELATING TO
BUSINESS CREDITS.—Section 30 (relating to credit for increasing
research activities) is hereby transferred to subpart D of part IV
?" subchapter A of chapter 1 of the Internal Revenue Code o}:

986 (as amended by this Act), inserted after section 40 of suc
Code, and redesignated as section 41 of such Code.

(3) TECHNICAL AND CONFORMING AMENDMENTS.—

(A)i) Subsections (b) and (c) of section 28 are each
amended by striking out “section 30" each place it appears
and inserting in lieu thereof “section 41’ L

(ii) Paragraph (2) of section 28(c) is amended by striking
out ‘“section 30()” and inserting in lieu thereof ‘‘section

41(®)".
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i1i) P aph (}) of section 28(d) is qmended by §‘trikz:ng
ou(zflll‘)‘se;ggﬁrre?l())(ﬂ" and inserting in lieu thereof “section

10" .

HLL) subparagraph @) of section 25(6)1) is amended by
striking out “1985 7 and inserting in lieu thereof 1988 4

(B) Subsection (d) of section 98, as amended by this Act,
;s amended by inserting ‘“41(a),” after "“%40@),”.

(C)i) Subsection (d) of section 89 (relating to carryback
and carry forward of unused credits) is amended by adding
at the end thereof the following new paragraph:

“9) SIMILAR RULES FOR RESEARCH CREDIT. —Rules similar to
the rules of paragraphs (1) and (2) shall apply to the credit al-
lowable under section 30 (as in effect before the date of the en-
actment of the Tax Reform Act of 1986) except that—

“A) ‘December 31, 1985’ shall be substituted for ‘Decem-
ber 31, 1988’ each place it appears, and

“B) ‘January 1, 1986’ shall be substituted for January 1,
1984

(it) Subsection (g) of section 41 (relating to limitation
based on amount of tax), as redesignated by this section, is
amended to read as follows:

“4@) SpECIAL RULE FOR Pass-THRU oF CREDIT.—In the case of an
individual who—

“(1) owns an interest in an unincorporated trade or business,

“(2) is a partner in a partnership,

“(3) is a beneficiary of an estate or trust, or

“C4) is a shareholder in an S corporation,

the amount determined under subsection (a) for any taxable year
shall not exceed an amount (separately computed with respect to
such person’s interest in such trade or business or entity) equal to
the amount of tax attributable to that portion of a person’s taxable
income which is allocable or apportionable to the person’s interest
in such trade or business or entity.”

(D) Subparagraph (B) of section 108(b)(2) (relating to re-
duction of tax attributes in title 11 case or insolvency), as
anz{ended by this Act, is amended to read as follows: ,

(B) GENERAL BUSINESS CREDIT.—Any carryover to or
from the taxable year of a discharge of an amount for pur-
poses for determining the amount allowable as a credit
under section 38 (relating to general business credit).”

(E) Paragr aph (3) of section 280C(b) is amended—

(V) by striking out “section 30()(5)” and inserting in

lieu thereof “section 41(f)(5)",
_ (1) by striking out “section 30(/(1)B)” and inserting

in l}gu therepf “section 41(A(1(B)”, and

_ (iti) by striking out “section 20(H(1)” and inserting in

(F)ltgu lz;herepf “?ection 411",
uosection (c) of section 381 is amended by striking

ou ; ;
pa;gl)g‘g%%n;gg (25) and by redesignating paragraph (26) as
Section 936(h)5)C)G) D) (definin,
search) is amended by strilgi)rig)o(utf:‘secté;oﬁrgo?%%e’%’:g lr:
serting in lieu thereof “section 41(b)”.
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(H) Section 6411 (relating to tentative carryback and
refund adjustments) is amended—

(1) by striking out “by a research credit carryback
provided in section 30(g)(2)” in subsection (a),

(i) by striking out “a research credit carryback or”
in subsection (a),

(iii) by striking out ‘“(or, with respect to any portion
of a business credit carryback attributable to a research
credit carryback from a subsequent taxable year within
a period of 12 months from the end of such subsequent
taxable year)’ in subsection (a), and

(iv) by striking out ‘“‘unused research credit,” each
place it appears in subsections (a) and (b).

(@) Subparagraph (C) of section 6511(d)6) (defining credit
carryback) is amended by striking out ‘“‘and any research
credit carryback under section 30(g)2)’".

() The table of sections for subpart B of part IV of sub-
chapter A of chapter 1 is amended by striking out the item
relating to section 30.

(K) The table of sections for subpart D of such part is
amended by inserting after the item relating to section 40
the following new item:

“Sec. 41. Credit for increasing research activities.”

(e) DEniAL oF CrepIT WiTH RESPECT TO AMOUNTS FOR CERTAIN
Leasep PErRSONAL ProperTY.—Clause (iit) of section 41(b)}(2)(A) (de-
fining in-house research expenses), as redesignated by subsection (d),
is amended to read as follows:

“lii) under regulations prescribed by the Secretary,
any amount paid or incurred to another person for the
right to use computers in the conduct of qualified re-
search.”

(f) DeEpUcTION FOR CERTAIN CONTRIBUTIONS OF SCIENTIFIC RE-
SEARCH ProprErTY.—Clause (i) of section 170(e)4)(B) (relating to spe-
cial rule for contributions of scientific property used for research) is
amended to read as follows:

“6) the contribution is to an organization described
in subparagraph (A) or subparagraph (B) of section
41e)6),”

(g) EFFeECTIVE DATE.—

(1) IN GENERAL.—Except as provided in this subsection (2), the
amendments made by this section shall apply to taxable years
beginning after December 31, 1985.

(2) SuBsecTION (a).—The amendments made by subsection (a)
shall apply to taxable years ending after December 31, 1985.

(3) Basic rRESEARCH.—Section 41(a)(2) of the Internal Revenue
Code of 1986 (as added by this section), and the amendments
made by subsection (c)(2), shall apply to taxable years beginning
after December 31, 1986.

SEC. 232, EXTENSION OF CREDIT FOR CLINICAL TESTING EXPENSES FOR
CERTAIN DRUGS.

Subsection (e) of section 28 (relating to termination) is amended by

striking out “1987” and inserting in lieu thereof “1990".
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Subtitle E—Changes in Certain Amortization
Provisions

.YEAR AMORTIZATION OF TRADEMARK AND TRADE
SEC. 2L RE%A%EogX;}i'INDITURES.
(@) IN GENERAL.—Section 177 (relating to trademark and trade
name expenditures) is hereby repealed.
(b) TecanicaL AND CONFORMING AMENDMENTS.— -

(1) Paragraph (3) of section 219(n) is amended by striking out

1 177’ H. ) )
’ (2) Subsection (a) of section 1016 (relating to adjustments to
basis) is amended by striking out paragraph (16) and by redesig-
nating paragraphs (17) through (27) as paragraphs (16) through
96), respectively.
‘ (3‘:’) Tlﬁa tableyof sections for part VI of subchapter B of chap-
ter 1 is amended by striking out the item relating to section 177.
(c) EFFECTIVE DATE.— )

(1) IN GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to expenditures
paid or incurred after December 31, 1986. _

(2) TransiTioNAL RULE.—The amendments made by this sec-
tion shall not apply to any expenditure incurred—

(A) pursuant to a binding contract entered into before
March 2, 1986, or
(B) with respect to the development, protection, expan-
sion, registration, or defense of a trademark or trade name
commenced before March 2, 1986, but only if not less than
the lesser of §1,000,000 or 5 percent of the aggregate cost of
such development, protection, expansion, registration, or de-
fense has been incurred or committed before such date.
The preceding sentence shall not apply to any expenditure with
respect to a trademark or trade name placed in service after De-
cember 31, 1987.

SEC. 242, RE}?géggp AMORTIZATION OF RAILROAD GRADING AND TUNNEL

(a) IN GENERAL.—Section 185 (relating to amortization of railroad
grading and tunnel bores) is hereby repealed.
(b) TecaNICAL AND CONFORMING AMENDMENTS. —
(1) Subparagraph (B) of section 1082(a)2) is amended by strik-
ing out “, 185,”.

_(2). Parqgraph 3) of seqtion 1250(b) (defining additional depre-
ciation) is amended by mserting “las in effect before its repeal
by the Tax Reform Act of 1986)” after “185”.

(3) The table of sections for part VI of subchapter B of chap-
ter 1 is amended by striking out the item relating to section 185.
(c) EZ])"E;‘TIVE DATE —

N GENERAL.—Except as provided in paragraph (2), the
amendments made by this section shall apply to thafportion of
the basis of any property which is attributable to expenditures
paid or incurred after December 31, 1986.

(2) TraNsITIONAL RULE.—The amendments made by this sec-
tion shall not apply to any expenditure incurred—
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(A) pursuant to a binding contract entered into before
March 2, 1986, or
(B) with respect to any improvement commenced before
March 2, 1986, but only if not less than the lesser of
$1,000,000 or 5 percent of the aggregate cost of such im-
srovement has been .incurred or committed before such
ate.
The preceding sentence shall not apply to any expenditure with

T;g;ct to an improvement placed in service after December 31,

SEC. 243. DEDUCTION FOR BUS AND FREIGHT FORWARDER OPERATING AU-
THORITY.

(a) Bus OPERATING AUTHORITY.—

(1) IN GENERAL.—Subject to the modifications contained in
paragraph (2), section 266 of the Economic Recovery Tax Act of
1981 shall be applied as if the term ‘“motor carrier operating
authority” included a bus operating authority.

(2) Mobrricarions.—For purposes of paragraph (1), section
266 of such Act shall be applied—

(A) by substituting “November 19, 1982 for “July 1,
1980” each place it appears, and

(B) by substituting “November 1982 for “July 1980 in
subsection (a) thereof.

(3) BUS OPERATING AUTHORITY DEFINED.—For purposes of this
subsection and section 266 of such Act, the term ‘“bus operating
authority” means—

(A) a certificate or permit held by a motor common or
contract carrier of passengers which was issued pursuant to
sul:ichapter II of chapter 109 of title 49, United States Code,
an

(B) a certificate or permit held by a motor carrier author-
izing the transportation of passengers, as a common carrier,
over regular routes in intrastate commerce which was
issued by the appropriate State agency.

(b) FREIGHT FORWARDER OPERATING AUTHORITY.—

(1) IN GENERAL.—Subject to the modifications contained in
paragraph (2), section 266 of the Economic Recovery Tax Act of
1981 shall be applied as if subsection (b) thereof contained “or a
freight forwarder” after “contract carrier of property”.

(2) Mobirrications.—The modifications referred to in this
paragraph are:

(A) 60-MONTH PERIOD TO BEGIN IN 1987.—The 60-month
period referred to in section 266(a) of such Act shall begin
with the later of—

(i) the deregulation month, or

(ii) at the election of the taxpayer, the Ist month of
the taxpayer’s Ist taxable year beginning after the de-
regulation month.

(B) AUTHORITY MUST BE HELD AS OF BEGINNING OF 60-
MONTH PERIOD.—A motor carrier operating authority shall
not be taken into account unless such authority is held by
the taxpayer at the beginning of the 60-month period appli-
cable to the taxpayer under subparagraph (A).
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DJUSTED BASIS NOT TO EXCEED ADJUSTED BASIS AT
BE(GC;)NﬁING oF 60-MONTH PERIOD.—The ad]u§ted basis taken
into account with respect to any motor carrier operating au-
thority shall not exceed the adjusted basis of such author-
ity as of the beginning of the 60-month period applicable to
the taxpayer under subparagraph (A). _ _

(3) DEREGULATION MONTH.—For purposes of this section, the
term “deregulation month” means the month in which the Sec-
retary of the Treasury or his delegate determines that a Federal
law has been enacted which deregulates the freight forwarding
industry.

(c) SPECIAryL Rure ror Motor CARRIER OPERATING AUTHORITY.—
In the case of a corporation which was mcorpo_rated on December
29, 1969, in the State of Delaware, notwithstanding any other provi-
sion of law, there shall be allowed as a deduction for the taxable
year of the taxpayer beginning in 1980 an amount equal to
$2,705,188 for its entire loss due to a decline in ’value of its motor
carrier operating authority by reason of deregulation.

(d) EFFECTIVE DATES.—

(1) BUS OPERATING AUTHORITY.—

(A) In GENERAL.—Subsection (a) shall apply to taxable
years ending after November 18, 1 982.

(B) STATUTE OF LIMITATIONS.—If refund or credit of any
overpayment of tax resulting from subsection (a) is prevent-
ed at any time on or before the date which is 1 year after
the date of the enactment of this Act by the operation of
any law or rule of law (including res judicata), refund or
credit of such overpayment (to the extent attributable to the
application of such subsection) may, notwithstanding such
law or rule of law, be made or allowed if claim therefore is
filed on or before the date which is 18 months after such
date of enactment.

(9) FREIGHT FORWARDER OPERATING AUTHORITY.—Subsection
(b) shall apply to taxable years ending after the month preced-
ing the deregulation month.

SEC. 244. TREATMENT OF EXPENDITURES FOR REMOVAL OF ARCHITECTUR-

AL BARRIERS TO THE HANDICAPP
PERMANENT. ED AND ELDERLY MADE

Paragraph (2) of section 190(d) (relating to expenditures to remove
architectural and transportation barriers to the handicapped and

elderly) is amended by striking out “1983, and
1956 and inserting in-liou thorsof 198> < PoTore Jemuary b

Subtitle F—Provisions Relating to Real Estate

SEC. 251. MODIFICATION OF INVESTMENT
TION SXPANATiNTE TAX CREDIT FOR REHABILITA-

(a) REDUCTION IN PERCENTAGE.—Para ]

: VIN F — graph (4}) of section 46(b) (re-

lating to rehabilitation percentage) is amended tofread as4fo(?lo(ws:
(4) REHABILITATION PERCENTAGE. —

é&
(A) IN GENERAL.—The term ° litati ’
v rehabilitation percentage
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“() 10 percent in the case of qualified rehabilitation
expenditures with respect to a qualified rehabilitated
building other than a certified historic structure, and

“@ii) 20 percent in the case of such expenditure with
respect to a certified historic structure.

“(B) REGULAR AND ENERGY PERCENTAGES NOT TO
APpLY.—The regular percentage and the energy percentages
shall not apply to that portion of the basis of any property
which is attributable to qualified rehabilitation expendi-
tures.”

(b) SPECIAL RULES FOR QUALIFIED REHABILITATED BUILDINGS.—
Subsection (g) of section 48 (relating to special rules for qualified re-
habilitated buildings) is amended to read as follows:

“le) SPECIAL RULES FOR QUALIFIED REHABILITATED BUILDINGS.—
For purposes of this subpart—

‘(1) QUALIFIED REHABILITATED BUILDING.—For purposes of
this subsection—

““A) IN GENERAL.—The term ‘qualified rehabilitated
building’ means any building (and its structural compo-
nents) if—

d“(i) such building has been substantially rehabilitat-
ea,

“tii) such building was placed in service before the
beginning of the rehabilitation, and

“G1i) in the case of any building other than a certi-
fied historic structure, in the rehabilitation process—

“I) 50 percent or more of the existing external
walls of such building are retained in place as ex-
ternal walls,

“D 75 percent or more of the existing external
walls of such building are retained in place as in-
ternal or external walls, and

“IID) 75 percent or more of the existing internal
structural framework of such building is retained
in place.

“(B) BUILDING MUST BE FIRST PLACED IN SERVICE BEFORE
1936.—In the case of a building other than a certified his-
toric structure, a building shall not be a qualified rehabili-
tated building unless the building was first placed in serv-
ice before 1936.

“(C) SUBSTANTIALLY REHABILITATED DEFINED.—

“i) IN GENERAL.—For purposes of subparagraph
(A)G), a building shall be treated as having been sub-
stantially rehabilitated only if the qualified rehabilita-
tion expenditures during the 24-month period selected
by the taxpayer (at the time and in the manner pre-
scribed by regulations) and ending with or within the
taxable year exceed the greater of—

“I) the adjusted basis of such building (and its
structural components), or

“(ID) $5,000.

The adjusted basis of the building (and its structural
components) shall be determined as of the beginning of
the 1st day of such 24-month period, or of the holding
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] building, whichever is later. For purposes
5;72? ;fei}éce;ling sentgnce, the determination of the be-
ginning of the holding period shall be made without
regard to any reconstruction by the taxpayer in connec-

tion with the rehabilitation.

“(ii) SPECIAL RULE FOR PHASED REHABILITATION.—In
the case of any rehabilitation which may reasonably be
expected to be completed in phases set forth in architec-
tural plans and specifications completed before the re-
habilitation begins, clause (i) shall be applied ,by sub-
stituting ‘60-month period’ for “24-month period’

“ii) Lessggs.—The Secretary shall prescribe by reg-
ulation rules for applying this s_ubparagraph to lessees.

“D) REeconsTrUCTION.—Rehabilitation includes recon-
struction.
“(9) QUALIFIED REHABILITATION EXPENDITURE DEFINED.—For

rposes of this section— .
purp “(A)f Iv geENERAL —The term ‘qualified rehabilitation ex-
penditure’ means any amount properly chargeable to cap-
ital account— o
“G) for property for which depreciation is allowable
under section 168 and which is—
“1) nonresidential real property,
“II) residential rental property,
“IID real property which has a class life of
more than 12.5 years, or
“IV) an addition or improvement to property or
housing described in subclause (I), (II), or (I11I), and

“Gi) in connection with the rehabilitation of a quali-
fied rehabilitated building.

“(B) CERTAIN EXPENDITURES NOT INCLUDED.—The term
‘qualified rehabilitation expenditure’ does not include—

‘i) STRAIGHT LINE DEPRECIATION MUST BE USED.—
Any expenditure with respect to which the taxpayer
does not use the straight line method over a recovery
period determined under subsection (c) or (g) of section
168. The preceding sentence shall not apply to any ex-
penditure to the extent the alternative depreciation
system of section 168(g) applies to such expenditure by
reason of subparagraph (B) or (C) of section 168(g)(1).

(i) Cost oF AcQuisiTION.—The cost of acquiring
any building or interest therein.

(iit) ENLARGEMENTS.—Any expenditure attributable
to ‘L:h.e enlargement of an existing building.

(tv) CERTIFIED HISTORIC STRUCTURE, ETC.—Any ex-
penditure attributable to the rehabilitation of a certi-
fied historic structure or a building in a registered his-
toric district, unless the rehabilitation is a certified re-
habilitation (within the meaning of subparagraph (C).
The preceding sentence shall not apply to a building in
a registered historic district if—

“D such building was not a certified historic
structure,
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“(ID) the Secretary of the Interior certified to the
Secretary that such building is not of historic sig-
nificance to the district, and

“(III) if the certification referred to in subclause
(ID occurs after the beginning of the rehabilitation
of such building, the taxpayer certifies to the Sec-
retary that, at the beginning of such rehabilita-
tion, he in good faith was not aware of the require-
ment of subclause (II).

“(v) TAX-EXEMPT USE PROPERTY.—

“(D) IN GENERAL.—Any expenditure in connection
with the rehabilitation of a building which is allo-
cable to that portion of such building which is (or
may reasonably be expected to be) tax-exempt use
property (within the meaning of section 168(h)).

“dD) CLAUSE NOT TO APPLY FOR PURPOSES OF
PARAGRAPH (1)(¢).—This clause shall not apply for
purposes of determining under paragraph (1)(C)
whether a building has been substantially reha-
bilitated.

“(vi) EXPENDITURES OF LESSEE.—Any expenditure of
a lessee of a building if, on the date the rehabilitation
is completed, the remaining term of the lease (deler-
mined without regard to any renewal periods) is less
than the recovery period determined under section
168¢c).

“0C) CeRTIFIED REHABILITATION.—For purposes of sub-
paragraph (B), the term ‘certified rehabilitation’ means any
rehabilitation of a certified historic structure which the
Secretary of the Interior has certified to the Secretary as
being consistent with the historic character of such property
or the district in which such property is located.

‘““D) NONRESIDENTIAL REAL PROPERTY, RESIDENTIAL
RENTAL PROPERTY; CLASS LIFE.—For purposes of subpara-
graph (A), the terms ‘nonresidential real property’, ‘residen-
tial rental property’, and ‘class life’ have the respective
meanings given such terms by section 168.

“3) CERTIFIED HISTORIC STRUCTURE DEFINED.—For purposes
of this subsection—

“‘A) INn GENERAL.—The term ‘certified historic structure’
mlezan’.:' any building (and its structural components)
which—

“G) is listed in the National Register, or

“Gi) is located in a registered historic district and is
certified by the Secretary of the Interior to the Secre-
tary as being of historic significance to the district.

“‘B) REGISTERED HISTORIC DISTRICT.—The term ‘regis-
tered historic district’ means—

“i) any district listed in the National Register, and
“0i) any district—

“D which is designated under a statute of the
appropriate State or local government, if such stat-
ute is certified by the Secretary of the Interior to
the Secretary as containing criteria which will
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antially achieve the purpose of preserving and
f‘ZiZZZZilitatir{g buildings of historic significance to
strict, and
th“z‘(CIlIlj which is certified by the Secretary of the In-
terior to the Secretary as meeting substantially all
of the requirements for the listing of districts in
the National Register.

“,) PROPERTY TREATED AS NEW SECTION 38 PROPERTY. —Prop-
erty which is treated as section 38 property by reason o/,",subsec-
tion (a)1(E) shall be treated as new section 38 property.

(c) Basis ADJUSTMENT FOR CERTIFIED HisToRIC STRUCTURES.—
Paragraph (3) of section 48(q) (relating to spepzal rule‘ ‘for qualified
rehabilitated buildings) is amended by striking out “other than a
certified historic structure”.

d) EFFECTIVE DATE.— ] ) ]
@ (1) IN GENERAL.—Except as otherwise provided in this subsec-

tion, the amendments made by this section shall apply to prop-
erty placed in service after December 31, 1986, in taxable years
ending after such date.

(9) GENERAL TRANSITIONAL rULE.—The amendments made by
this section and section 201 shall not apply to any property
placed in service before January 1, 1994, if such property is
placed in service as part of—

(A) a rehabilitation which was completed pursuant to a

written contract which was binding on March 1, 1986, or

(B) a rehabilitation incurred in connection with property
(including any leasehold interest) acquired before March 2
1986, or acquired on or after such date pursuant to a writ-
ten contract that was binding on March 1, 1986, if—

(i) the rehabilitation was completed pursuant to a
written contract that was binding on March 1, 1956,

(i) parts 1 and 2 of the Historic Preservation Certifi-
cation Application were filed with the Department of
the'{nterior (or its designee) before March 2, 1986, or

(iii) the lesser of $1,000,000 or 5 percent of the cost of
the rehabilitation is incurred before March 2, 1986, or
is required to be incurred pursuant to a written con-
tract which was binding on March 1, 1986.

(3) CERTAIN ADDITIONAL REHABILITATIONS.—The amendments
made by this section and section 201 shall not apply to—

(A) the rehabilitation of 8 bathhouses within the Hot
Springs National Park or of buildings in the Central
Avenue Historic District at such Park,

(B) the rehabilitation of the Upper Pontabla Building in
New Orleans, Louisiana,

(C) the rehabilitation of at least 60 buildings listed on
the National Register at the Frankford Arsenal,

(D) the rehabilitation of De Baliveriere Arcade, St. Louis
Centre, and Drake Apartments in Missouri,

(E) the rehabilitation of The Tides in Bristol, Rhode
Island, ’

(F) the rehabilitation and renovation of the Outlet Com-
pany building and garage in Providence, Rhode Island,
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(G) the rehabilitation of 10 structures in Harrisburg,
Pennsylvania, with respect to which the Harristown Devel-
opment Corporation was designated redeveloper and re-
ceived an option to acquire title to the entire project site for
31 on June 27, 1984,

(H) the rehabilitation of a project involving the renova-
tion of & historic structures on the Minneapolis riverfront,
with respect to which the developer of the project entered
into a redevelopment agreement with a municipality dated
January 4, 1985, and industrial development bonds were
sold in & separate issues in May, July, and October 1985,

(D the rehabilitation of a bank’s main office facilities of
approximately 120,000 square feet, in connection with
which the bank’s board of directors authorized a $3,300,000
%Iéznditure for the renovation and retrofit on March 20,

(J) the rehabilitation of 10 warehouse buildings built be-
tween 1906 and 1910 and purchased under a contract dated
February 17, 1986,

(K) the rehabilitation of a facility which is customarily
used for conventions and sporting events if an analysis of
operations and recommendations of utilization of such fa-
cility was prepared by a certified public accounting firm
pursuant to an engagement authorized on March 6, 1984,
and presented on June 11, 1984, to officials of the city in
which such facility is located,

(@) Mount Vernon Mills in Columbia, South Carolina,

(M) the Barbara Jordan II Apartments,

(N) the rehabilitation of the Federal Building and Post
Office, 120 Hanover Street, Manchester, New Hampshire,

(O) the rehabilitation of the Charleston Waterfront
project in South Carolina,

(P) the Hayes Mansion in San Francisco,

(Q) the renovation of a facility owned by the National
Railroad Passenger Corporation (“Amtrak’) for which
project Amtrak engaged a development team by letter agree-
ment dated August 23, 1985, as modified by letter agree-
ment dated September 9, 1955,

(R) the rehabilitation of a structure or its components
which is listed in the National Register of Historic Places,
is located in Allegheny County, Pennsylvania, will be sub-
stantially rehabilitated (as defined in section 48(gX1(C)
prior to amendment by this Act), prior to December 31,
1989; and was previously utilized as a market and an auto

dealership,

(S) The Bellevue Stratford Hotel in Philadelphia, Penn-
sylvania, )

(T) the Dixon Mill Housing project in Jersey City, New
Jersey,

(U) Motor Square Garden, _

(V) the Blackstone Apartments, and the Shriver-Johnson
building, in Sioux Falls, South Dakota, )

(W) the Holy Name Academy in Spokane, Washington,

(X) the Nike/Clemson Mill in Exeter, New Hampshire,
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(Y) the Central Bank Building in Grand Rapids, Michi-

d .
ga;zz,)agw Heritage Hotel, in the City of Marquette, Michi-

gan.
(4) ADDITIONAL REHABILITATIONS.—The amendments made by
this section and section 201 shall not apply ‘to—
(A) the Fort Worth Town Square Project in Texas,
(B) the American Youth Hostel in New York, New York,
(C) The Riverwest Loft Development (including all three
phases, two of which do not involve rehabilitations), .
(D) the Gaslamp Quarter Historic District in California,
(E) the Eberhardt & Ober Brewery, in Pennsylvania,
(F) the Captain’s Walk Limited Partnership-Harris Place
Development, in Connecticut,
(G) the Velvet Mills in Connecticut,
(H) the Roycroft Inn, in New York,
(D) Old Main Village, in Mankato, Minnesota,
(J) the Washburn-Crosby A Mill, in Minneapolis, Minne-
sota,
(K) the Lakeland marbel Arcade in Lakeland, Florida,
(L) the Willard Hotel, in Washington, D.C,
(M) the H. P. Lau Building in Lincoln, Nebraska,
(N) the Starks Building, in Louisville, Kentucky,
(O) the Bellevue High School, in Bellevue, Kentucky,
K(Pi tze Major Hampden Smith House, in Quwensboro,
entucky,
(Q) the Doe Run Inn, in Brandenburg, Kentucky,
(R) the State National Bank, in Frankfort, Kentucky,
(S) the Captain Jack House, in Fleming, Kentucky,
, (? the Elizabeth Arlinghaus House, in Louisville, Ken-
ucky,
(U) Limerick Shamrock, in Louisvill
(V) the Robert Mi'lls Project, in Sout;zz’ é{;::)%;g?”
tuc(*z? the 620 Project, consisting of 3 buildings, in Ken-
(X) the Warrior Hotel, Ltd., the first two floors of the
Martin Hotel, and the 105,000 square foot wafrzehousefcon-
structed in 1910, all in Sioux City, Iowaq,
(Y) the waterpark condominiuni reside’zntial roject, to the
extgnt of $2 million of expenditures, and project
Stﬁ eﬁtﬂtLIie%Olllo aan Bishop Buzlding Complex on 125th
Yort” gecow-Hartford Carpet Mill in New York, New

ork.
() Reduction in credit for 242
K property under transitional
91;13998 6[n tl(zie case of property placed in service after December
71 1986, an [fo which the amendments made by this section do
ot ¢ ’5{; yésc? paragraph (A) of section 46()(4) of the Internal
oae of 1954 (as in effect before the enactment of this
Act) shall be applied—
A) by substituting “10 ? for
veuting 10 percent” for “15 percent”
® b(}B) by substituting “19 percent” for “Qogercent”f and
FRANKFEZIIE)N,?%(Z'NZQ REI‘.'_HA;BhILITATION EXPENDITURES FOR THE
F ? ©-—4n lhe case of any expenditur id or
incurred in connection with, the reluzbilitatiolrrlJ of the ?rfr?lé?or?d
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Arsenal during the 8-year period beginning on January 1, 1987,
such expenditures (including expenditures for repair and main-
tenance of the building and property) shall be allowable as a
deduction in the taxable year in which paid or incurred in an

amount not in excess of the submissions made by the taxpayer
before September 16, 1986.

SEC. 252. LOW-INCOME HOUSING CREDIT.

(@) IN GENERAL.—Subpart D of part IV of subchapter A of chap-
ter 1 (relating to business credits) is amended by adding at end
thereof the following new section:

“SEC. 42. LOW-INCOME HOUSING CREDIT.

“a) IN GENERAL.—For purposes of section 38, the amount of the
low-income housing credit determined under this section for any
taxable year in the credit period shall be an amount equal to—

“(1) the applicable percentage of

“(2) The qualified basis of each qualified low-income building.

“b) ApPLICABLE PERCENTAGE: 70 PERCENT PRESENT VALUE
CrREDIT FOR CERTAIN NEW BuUILDINGS; 30 PERCENT PRESENT VALUE
CrEDIT FOR CERTAIN OTHER BUILDINGS.—For purposes of this sec-
tion—

“l1) BUILDING PLACED IN SERVICE DURING 1987.—In the case of
any qualified low-income building placed in service by the tax-
payer during 1987, the term ‘applicable percentage’ means—

“CA) 9 percent for new buildings which are not federally
subsidized for the taxable year, or

“(B) 4 percent for——

‘) new buildings which are federally subsidized for
the taxable year, and
“l1) existing buildings.

“(2) BUILDINGS PLACED IN SERVICE AFTER 1987.—

“fA) IN GENERAL.—In the case of any qualified low-
income building placed in service by the taxpayer after
1987, the term applicable percentage means the appropriate
percentage presecribed by the Secretary for the month in
which such building is placed in service.

“‘B) METHOD OF PRESCRIBING PERCENTAGES.—The per-
centages perscribed by the Secretary for any month shall be
percentages which will yield over a 10-year period amounts
of credit under subsection (a) which have present value
equal to— o

“(i) 70 percent of the qualified basis of a building de-
scribed in pargaph (1)(A), and o

“ii) 30 percent of the qualified basis of a building
described in paragraph (1(B).

“C) MerHOD OF DISCOUNTING.—The present value under
subparagraph (B) shall be determined—

“G) as of the last day of the Ist year of the 10-year
period referred to in subparagraph (B),

“ii) by using a discount rate equal to 72 percent of
the average of the annual Federal mid-term rate and
the annual -Federal long-term rate applicable under
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on 1274(d)1) to the month in which the building
sb’tfccz?(z%acedgn service and compounded annually, and
“Gii) by assuming that the credit allowable under
this section for any year is received on the last day of

such year.
“3) CROSS REFERENCE.
tion expenditures as sepa
(c) QUALIFIED BASIS; QUALIFIED
poses of this section—

“ ALIFIED BASIS.— . . :
@ Q‘Zq)L DerermiNaTioN.—The qualified basis of any quali-

fied low-income building for any taxable year is an amount
to— .
equal “3) the applicable fraction (determined as of the
close of such taxable year) of o )
“ii) the eligible basis of such building (determined
under subsection (d)(5)).

“«B) AppLICABLE FrACTION.—For purposes of subpara-
graph (A), the term ‘applicable fraction’ means the smaller
of the unit fraction or the floor space fraction.

“(C) UNIT FRACTION.—For purposes of subparagraph (B),
the term ‘unit fraction’ means the fraction—

“) the numerator of which is the number of low-
income units in the building, and

“i) the denominator of which is the number of resi-
dential rental units (whether or not occupied) in such
building.

““D) FLOOR SPACE FRACTION.—For purposes of subpara-
graph (B), the term ‘floor space fraction’ means the frac-
tion—

“6i) the numerator of which is the total floor space of
the low-income units in such building, and
“4i) the denominator of which is the total floor
space of the residential rental units (whether or not oc-
cupied) in such building.
“(9) QUALIFIED LOW-INCOME BUILDING.—The term ‘qualified
low-income building’ means any building—

“CA) which at all times during the compliance period
with respect to such building is part of a qualified low-
income housing project, and

“B) to which the amendments made by section 201(a) of

B the Tax Reform Act of 1986 apply.
(d) ‘E‘(ng]I\?;E gASIS. —For pletvzpos;s Ol]:l this section—
w BUILDINGS.—The eligi ] ilding i
its adjustod basis, gible basis of a new building 1$
“(2) EXISTING BUILDINGS.—
ing(ié‘) IN GENERAL.—The eligible basis of an existing build-
“G) in the case of a building which meets the re
quirements of subparagraph (B), the sum of—
(D) the portion of its adjusted basis attributable
to its acquisition cost, plus
_ “ID amounts chargeable to capital account and
incurred by the taxpayer (before the close of the Ist

—For treatment of certain rehabilita-
rate new buildings, see subsection (e).
Low-Income BuiLpinGg.—For pur-
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taxable year of the credit period for such building)
for property (or additions or improvements to prop-
erty) of a character subject to the allowance for de-
preciation, and
“(it) zero in any other case.
“(B) REQUIREMENTS.—A building meets the requirements
of this subparagraph if—
“G) the building is acquired by purchase (as defined
in section 179(d)2),
“Gii) there is a period of at least 10 years between the
dfate of its acquisition by the taxpayer and the later
0 —
“D the date the building was last placed in
service , or
“lID the date of the most recent nonqualified
substantial improvement of the building, and
iii) the building was not previously placed in serv-
ice by the taxpayer or by any person who was a related
person with respect to the taxpayer as of the time previ-
ously placed in service.
“C) Acquisrrion cosT.—For purposes of subparagraph (A),

119

the cost of any building shall not include so much of the basis
of such building as is determined by reference to the basis of
other property held at any time by the person acquiring the
building.

‘YD) SPECIAL RULES FOR SUBPARAGRAPH (B).—

“(i) NONQUALIFIED SUBSTANTIAL IMPROVEMENT.—For pur-
poses of subparagraph (BXii)—

“D IN GeNERAL.—The term ‘nonqualified substan-
tial improvement’ means any substantial improvement
if section 167(k) was elected with respect to such im-
provement or section 168 (as in effect on the day before
the date of the enactment of the Tax Reform Act of
1986) applied to such improvement.

“dD DATE OF SUBSTANTIAL IMPROVEMENT.—The date
of a substantial improvement is the last day of the 24-
month period referred to in subclause (IID).

“JI) SUBSTANTIAL IMPROVEMENT.—The term ‘sub-
stantial improvement’ means the improvements added
to capital account with respect to the building during
any 24-month period, but only if the sum of the
amounts added to such account during such period
equals or exceeds 25 percent of the adjusted basis of the
building (determined without regard to paragraphs (2)
and (3) of section 1016(a) as of the 1st day of such
period.

‘“lii) SPECIAL RULE FOR NONTAXABLE EXCHANGES.—For
purposes of determining under subparagraph (B)ii) when a
building was last placed in service , there shall not be
taken into account any placement in service in connection
with the acquisition of the building in a transaction in
which the basis of the building in the hands of the person
acquiring it is determined in whole or in part by reference
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to the adjusted basis of such building in the hands of the

person from whom aquired.

“(iii) RELATED PERSON, ETC.—
“I) APPLICATION OF SECTION 179.—For purposes of

subparagraph (B)(i), section 179(d) shall be applied by
substituting “10 percent” for “50 percent” in section
267(b) and 707(b) and in section 179(b)X7).

“l) RELATED PERSON.—For purposes of subpara-
graph (B)(iii), a person (hereinafter in this subclause re-
ferred to as the ‘related person’) is related to any
person if the related persons bears a relationship to
such person specified in section 267(b) or 707(b)1), or
the related person and such person are engaged in
trades or businesses under common control (within the
meaning 0; s}itbsectiocrlzs (a) and (b) of section 52). For
purposes of the preceding sentence, in applying secti
%6;)7(73) or ?’07(b)(1), ‘10 percent’ shall be gﬁlzstifutee; ;%r;

percent’.

“3) ELIGIBLE BASIS REDUCED WHERE DISPROPORTIONATE
STANDARD FOR UNITS.—The eligible basis of any building shall
be reduced by an amount equal to the portion of the adjusted
basts of the building which is attributable to residential rental
ur’zlz_ts in the building which are not low-income units and
znilt“:shi ;lzr;eh gbbczvfl égznegaverage quality standard of the low-income

(4) SPECIAL RULES RELATING TO DETER
BASIS. 7&F4(5r jpurposes of this subsection—MINATION OF ADJOSTED

N GENERAL.—Except as provided i
(B), the adjusted basis of £zy buflcgilr)zlg ‘.gs(fitall’; gg %%%%Z
without regard to the adjusted basis of any property which
is ‘r‘z(oé)rgszdential rental property. property Wi
ASIS OF PROPERTY IN ‘
ED.—The adjusted basis of gr?;l Alf%ﬁﬁ??hﬂf"b??eg
;Z;ngdcz% ,l:‘aktmg Lngq account the adjusted basis of property
) acter subject to th jati
used in common arejas oerroveichlil oatzczcr;c;; o lgile Pl
to (an)l rﬁident’ial rental units in such builggr:; ¢ amenities
bl ofO RZ'D{JCT"ION FOR DEPRECIATION.—The adjusted
any building shall be determined without regard to
Pazggﬁgg) and (3) of section 1016(a).
v oy _LE BASIS DETERMINED WHEN BUILDING PLACED
14
(A) IN GENERAL.—E: ; ;
B), the eligible basis ofngf;t b(;s‘i lg;zvz;i‘ed ;ln subparagmpl.2
ance period for such building shal & for the entire compli
the dute such b & shall be its eligible basis on
e ch building is placed in servic
4 (B) ELIGIBLE BASIS REDUCED BY FEDeE:'RAL GRA ]
isu;ing a”?; h?:‘axable year of the compliance period, N:Sé;zrﬁ
ade with respect to any buildi o
and any portion of such lding or the operation thereof
(whether or not {ncludigrlﬂznzt'nlsgf}'f)rgge?n%lth Federal funds
gg:dl‘?ngrf tsuchblbuilding for such taxable yZZef’ at,ilj ;ll;gézlce
axable ye : -
such grant whichyig ::j) ;'gg(liledl?e reduced by the portion of
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“(6) CREDIT ALLOWABLE FOR CERTAIN FEDERALLY-ASSISTED
BUILDINGS ACQUIRED DURING 10-YEAR PERIOD DESCRIBED IN
PARAPRAPH (2)(B)(II).—

“lA) IN GENERAL.—On application by the taxpayer, the Sec-
retary (after consultation with the appropriate Federal offi-
cial) may waive paragraph (2)B)ii) with respect to any fed-
erally-assisted building if the Secretary determines that
such waiver is necessary—

“G) to avert an assignment of the mortgage secured
by property in the project (of which such building is a
part) to the Department of Housing and Urban Devel-
opment or the Farmers’ Home Administration,

“ii) to avert a claim against a Federal mortgage in-
surance fund (or such Department or Administration)
with respect to a mortgage which is so secured, or

“(iii) to the extent provided in regulations, by reason
of other circumstances of financial distress.

The preceding sentence shall not apply to any building de-
scribed in paragraph (7)B).

“‘B) FEDERALLY-ASSISTED BUILDING.—For purposes of
subparagraph (A), the term ‘federally-assisted building’
means any building which is substantially assisted, fi-
nanced, or operated under— ,

19:‘,:?) section 8 of the United States Housing Act of

“G1) section 221(d)3) or 236 of the National Housing
Act of 1934, or

“(iii) section 515 of the Housing Act of 1949,
as such Acts are in effect on the date of the enactment
of the Tax Reform Act of 1986.

‘C) APPROPRIATE FEDERAL OFFICIAL.—For purposes of
subparagraph (A), the term ‘appropriate Federal official’
means—

‘i) the Secretary of Housing and Urban Develop-
ment in the case of any building described in subpara-
graph (B) by reason of clause (i) or (ii) thereof, and

“Gi) the Secretary of Agriculture in the case of any
building described in subparagraph (B) by reason of
clause (iii) thereof.

“47) ACQUISITION OF BUILDING BEFORE END OF PRIOR COMPLI-
ANCE PERIOD.—

“tA4) INn GeneraL.—Under regulations prescribed by the
Secretary, in the case of a building described in subpara-
graph (B) which is acquired by the taxpayer—

“0i) paragraph (2)(B) shall not apply, but

“Gi) the credit allowable by reason of subsection (a)
to the taxpayer for any period after such acquisition
shall be equal to the amount of credit which would
have been allowable under subsection (a) for such
period to the prior owner referred to in subparagraph
(B) has such owner not disposed of the building.

“(B) DESCRIPTION OF BUILDING.—A building is described

in this subparagraph if—
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“() a credit was allowed by reason of subsection (@)

to any prior owner of such building, and
(ii) the taxpayer acquired such building before the
end of the compliance period for such building with re-
spect to such prior owner (determined without regard to

any disposition by such prior owner).
“le) REHABILITATION EXPENDITURES TREATED AS SEPARATE NEw
BuiLping.—

“1) INn GenNErAL.—Rehabilitation expenditures paid or in-
curred by the taxpayer with respect to any building shall be
treated for purposes of this section as a separate new building.

“(2) REHABILITATION EXPENDITURES.—For purposes of para-
graph (1)—

“C{A) In GENERAL.—The term ‘rehabilitation expenditures’
means amounts chargeable to captial account and incurred
for property (or additions or improvements to property) of a
character subject to the allowance for depreciation in con-
nection with the rehabilitation of a building.

“B) CosT OF ACQUISITION, ETC, NOT INCLUDED.—Such
term does not include the cost of acquiring any building (or
interest therein) or any amount not permitted to be taken
into account under paragraph (3) or (4) of subsection (d).

“(3) AVERAGE OF REHABILITATION EXPENDITURES MUST BE
$2,000 OR MORE.—

“YA) IN GeNERAL.—Paragraph (1) shall apply to rehabili-
tation expenditures with respect to any building only if the
qualified basis attributable to such expenditures incurred
during any 24-month period, when divided by the low-
income units in the building, is $2,000 or more.

“(B) DATE oF DETERMINATION.—The determination under
subparagraph (A) shall be made as of the close of the Ist
taxable year in the credit period with respect to such ex-

. penditures.

(4) Speciar ruLEs.—For purposes of applying this section
with respect to expenditures which are treated as a separate
building by reason of this subsection—

ice o ishueclzlg:per}dti’iurgz shallhbe trgaéed as plcclzced in serv-
e of the 24- n para-

graph (3(A), and month period referred to in p
be gf) the applicable fraction under subsection (c)1) shall
e applicable fraction for the building (without regard

to parq, . : -
we'%; inc%: gf;’é, (1) with respect to which the expenditures

Nothing i .

aﬁo}ggg bm Subsection (d)(2) shall prevent a credit from being
“5) NOyDg?ason of this subsection.

at the electioZB(I;]f tiOUNTINg.—Rehabilitatidn expenditures may,

subsection or sy bsecetitaxpayer’ be taken into account under this

subsections. on (@N2NANDAD but not under both such

(1}
() Recurarrons ro

A
GROUP OF UNizs g wrs PPLY SUBSECTION WITH RESPECT TO

; ! DING.— :
ulations, consgsteny AL NG.—The Secretary may prescribe reg-

t
LI8 @ group of units w;th, he purposes of this subsection, treat-

ures are incurred qs
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“O DerFiNiTION AND SPECIAL RULES RELATING TO CREDIT
PERIOD.—

“(1) CrepIT PERIOD DEFINED.—For purposes of this section, the
term ‘credit period’ means, with respect to any building, the
period of 10 taxable years beginning with the taxable year in
which the building is placed in service or, at the election of the
taxpayer, the succeeding taxable year. Such an election, once
made, shall be irrevocable.

“(2) SPECIAL RULE FOR 1ST YEAR OF CREDIT PERIOD.—

“(A) IN GENERAL.—The credit allowable under subsection
(a) with respect to any building for the st taxable year of
the credit period shall be determined by substituting for the
applicable fraction under subsection (c)X1) the fraction—

“() the numerator of which is the sum of the appli-
cable fractions determined under subsection (c)1) as of
the close of each full month of such year during which
such building was in service, and

“(ii) the denominator of which is 12.

“YB) DISALLOWED 1ST YEAR CREDIT ALLOWED IN 11TH
YEAR.—Any reduction by reason of subparagraph (A) in the
credit allowable (without regard to subparagraph (A)) for
the Ist taxable year of the credit period shall be allowable
under subsection (a) for the Ist taxable year following the
credit period.

“(3) SPECIAL RULE WHERE INCREASE IN QUALIFIED BASIS AFTER
1ST YEAR OF CREDIT PERIOD.—

“(A) CrEDIT INCREASED.—If—

“6i) as of the close of any taxable year in the compli-
ance period (after the Ist year of the credit period) the
qualified basis of any building exceeds

“G1) the qualified basis of such building as of the
close of the 1st year of the credit period,

the credit allowable under subsection (a) for the taxable
year (determined without regard to this paragraph) shall be
increased by an amount equal to the product of such excess
and the percentage equal to % of the applicable percentage
for such building.

‘(B) 1sT YEAR COMPUTATION APPLIES.—A rule similar to
the rule of paragraph (2XA) shall apply to the additional
credit allowable by reason of this paragraph for the Ist
year in which such additional credit is allowable.

“tg) Quaririep Low-IncomMeE HousiNg Prosect.—For purposes of
this section— .

“(1) In GeENERAL.—The term ‘qualified low-income housing
project’ means any project for residential rental property if the
project meets the requirements of subparagraph (A) or (B)
whichever is elected by the taxpayer: ‘

“CA) 20-50 TEST.—The project meets the requirements of
this subparagraph if 20 percent or more of the residential
units in such projet are both rent-restricted and occupied by
individuals whose income is 50 percent or less of area
median gross income. .

“UB) 40-60 TEST.—The project meets the requirements of
this subparagraph if 40 percent or more of the residential
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units in such project are both _rent-restricted and occupied
by individuals whose income 1 60 percent or less of area
median gross income. .
Any electiongzrtnder this paragraph, once made, shall be irrevo-
cable. For purposes of this paragraph, any property shall not be
treated as failing to be residential rental property merely be-
cause part of the building in which such property is located is
used for purposes other than residential rental purposes.
“9) RENT-RESTRICTED UNITS.— .
“A) IN GENERAL.—For purposes of paragraph (1), a resi-
dential unit is rent-restricted if the gross rent _wzth respect
to such unit does not exceed 30 percent of the income limi-
tation under paragraph (1) applicable to individuals occu-
pying such unit.
“B) Gross RENT.—For purposes of subparagraph (A)
gross rent—

“3) does not include any payment under section & of
the United States Housing Act of 1937 or any compara-
ble Federal rental assistance program (with respect to
such unit or occupants thereof), and

“G1) includes any utility allowance determined by the
Secretary after taking into account such determina-
tifo;z;gz;nder section 8 of the United States Housing Act
0 .

“43) DATE FOR MEETING REQUIREMENTS.—

“lA) PROJECTS CONSISTING OF 1 BUILDING.—In the case of
a project which does not have any other building in seruvice,
such project shall not be treated as meeting the require-
ments of paragraph (1) unless it meets such requirements
not later than the date which is 12 months after the date
such project is placed in service.

“(B) PROJECTS CONSISTING OF MORE THAN 1 BUILDING.—
In the case of a project which has a building in service
when a later building is placed in service as part of such
project, such project shall not be treated as meeting the re-
quirements of paragraph (1) with respect to such later
buzldu}g unless—

(1) such project meets such requirements without
regard to such later building on the date such later
buzl@l;ng is placed in service, and

“Gi) such project meets such requirements with
regard to such later building not later than the date
which is 12 months after the date such later building

“wC is placed in service.
ERTAIN RULES MADE APPLICABLE.—

than subparagraph 4) thereof). (5, (1), (51, (5), ancl (7)o seeion
: , ana section 6652(j), shall apply for purposes of determin-
ing whether any project is a qualified low-income housi
project and whether any unit is a low-income unit e housing

) ELECTION TO TREAT BUILDING AFTER COMPLIANCE PERIOD
AS NOT PART OF A PROJECT.—For purposes of this section, the
taxpayer may elect to treat any building as not aq li
fied low-income housing project for an§ per'ilgd %zrénor]: in qu]?tell-‘
the compliance period for such building. EUIINE 4.
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“th) LIMITATION ON AGGREGATE CREDIT ALLOWABLE WitH RE-
SPECT TO PROJECTS LOCATED IN A STATE.—

“(1) CREDIT MAY NOT EXCEED CREDIT AMOUNT ALLOCATED TO
BUILDING.—No credit shall be allowed by reason of this section
for any taxable year with respect to any building in excess of
the housing credit dollar amount allocated to such building
under this subsection. An allocation shall be taken into account
under the preceding sentence only if it occurs not later than the
earlier of—

“(A) the 60th day after the close of the taxable year, or

“(B) the close of the calendar year in which such taxable
year ends.

“(2) ALLOCATED CREDIT AMOUNT TO APPLY TO ALL TAXABLE
YEARS ENDING DURING OR AFTER CREDIT ALLOCATION YEAR.—
Any housing credit dollar amount allocated to any building for
any calendar year——

“CtA) shall apply to such building for all taxable years in
the compliance period ending during or after such calendar
year, and

““4B) shall reduce the aggregate housing credit dollar
amount of the allocating agency only for such calendar
year.

“(3) HOUSING CREDIT DOLLAR AMOUNT FOR AGENCIES.—

“‘A) In GENERAL.—The aggregate housing credit dollar
amount which a housing credit agency may allocate for any
calendar year is the portion of the State housing credit ceil-
ing allocated under this paragraph for such calendar year
to such agency.

“(B) STATE CEILING INITIALLY ALLOCATED TO STATE HOUS-
ING CREDIT AGENCIES.—Except as provided in subpara-
graphs (D) and (E), the State housing credit ceiling for each
calendar year shall be allocated to the housing credit
agency of such State. If there is more than I housing credit
agency of a State, all such agencies shall be treated as a
single agency.

“0C) StATE HOUSING CREDIT CEILING.—The State housing
credit ceiling applicable to any State for any calendar year
shall be an amount equal to $1.25 multiplied by the State
population.

‘D) SPECIAL RULE FOR STATES WITH CONSTITUTIONAL
HOME RULE CITIES.—For purposes of this subsection—

“G) IN GENErRAL.—The aggregate housing credit
dollar amount for any constitutional home rule city for
any calendar year shall be an amount which bears the
same ratio to the State housing credit ceiling for such
calendar year as—

“I) the population of such city, bears to
“D the population of the entire State.

“ii) COORDINATION WITH OTHER ALLOCATIONS.—In
the case of any State which contains 1 or more consti-
tutional home rule cities, for purposes of applying this
paragraph with respect to housing credit agencies in
such State other than constitutional home rule cities,
the State housing credit ceiling for any calendar year
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shall be reduced by the aggregate housing credit dollar
amounts determined for such year for all constitution-
al home rule cities in such State.

“(ii) CONSTITUTIONAL HOME RULE CITY. _—For pur-
poses of this paragraph, the term ‘constitutional home
rule city’ has the meaning given such term by section

146d)S)C).

“(E) STATE MAY PROVIDE FOR DIFFERENT ALLOCATION.—
Rules similar to the rules of section 146(e) (other than para-
graph (2)(B) thereof) shall apply for purposes of this para-

aph. .

‘%(JF) PopuraTioN.—For purposes of this paragtaph, popu-
lation shall be determined in accordance with section
1463).

“(4)4 C('IIE)EDIT FOR BUILDINGS FINANCED BY TAX-EXEMPT BONDS
SUBJECT TO VOLUME CAP NOT TAKEN INTO ACCOUNT.—

“A) IN GENERAL.—Paragraph (1) shall not apply to the
portion of any credit allowable under subsection (a) which
is attributable to eligible basis financed by any obligation
the interest on which is exempt from tax under section 103
and which is taken into account under section 146.

“B) SPECIAL RULE WHERE 70 PERCENT OR MORE OF BUILD-
ING IS FINANCED WITH TAX-EXEMPT BONDS SUBJECT TO
voLuMe cap.—For purposes of subparagraph (A), if 70 per-
cent or more of the aggregate basis of any building and the
land on which the building is located is financed by any
obligation described in subparagraph (A), paragraph (1)
shall not apply to any portion of the credit allowable under
subsection (a) with respect to such building.

“(5) PORTION OF STATE CEILING SET-ASIDE FOR CERTAIN
PROJECTS INVOLVING QUALIFIED NONPROFIT ORGANIZATIONS.—

“(A) In cENERAL.—Not more than 90 percent of the State
housing credit ceiling for any State for any calendar year
shall be allocated to projects other than qualified low-
income housing projects described in subparagraphs (B).

“(B) PROJECTS INVOLVING QUALIFIED NONPROFIT ORGANI-
ZATIONS.—For purposes of subparagraph (A), a qualified
low-income housing project is described in this subpara-
graph if a qualified nonprofit organization is to materially
participate (within the meaning of section 469(h) in the de-
velopment and operation of the project throughout the com-
pliance period.

“(C) QUALIFIED NONPROFIT ORGANIZATION.—For purposes
of ti,us paragraph, the term ‘qualified nonprofit organiza-
tion” means any organization if—

“0) such organization is described in paragraph (3)
or (4) of section 501(c) and is exempt from tax under
section 501(a), and
_ “GY 1 of the exempt purposes of such organization
includes the fostering of low-income housing.

“(D) STATE MAY NOT OVERRIDE SET-ASIDE.—Nothing in
subparagraph (E) of paragraph (3) shall be construed to
permit a State not to comply with subparagraph (A) of this

paragraph.
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‘U6) SPECIAL RULES.—

“(A) BUILDING MUST BE LOCATED WITHIN JURISDICTION OF
CREDIT AGENCY.—A housing credit agency may allocate its
aggregate housing credit dollar amount only to buildings
located in the jurisdiction of the governmental unit of
which such agency is a part.

“(B) HOUSING CREDIT DOLLAR AMOUNT MAY NOT BE CAR-
RIED OVER, ETC.—

“) No carryover.—The portion of the aggregate
housing credit dollar amount of any housing credit
agency which is not allocated for any calendar year
may not be carried over to any other calendar year.

“(ii) ALLOCATION MAY NOT BE EARLIER THAN YEAR IN
WHICH BUILDING PLACED IN SERVICE.—A housing credit
agency may allocate its housing credit dollar amount
for any calendar year only to buildings placed in serv-
ice before the close of such calendar year.

“(C) AGENCY ALLOCATIONS IN EXCESS OF LIMIT.—If the ag-
gregate housing credit dollar amounts allocated by a hous-
ing credit agency for any calendar year exceed the portion
of the State housing credit ceiling allocated to such agency
for such calendar year, the housing credit dollar amounts
so allocated shall be reduced (to the extent of such excess)
for buildings in the reverse of the order in which the allo-
cations of such amounts were made.

“(D) CrEDIT ALLOWABLE DETERMINED WITHOUT REGARD
TO AVERAGING CONVENTION, ETC.—For purposes of this sub-
section, the credit allowable under subsection (a) with re-
spect to any building shall be determined—

“) without regard to paragraphs (2XA) and (3)(B) of
subsection (f), and

“li1) by applying subsection (f(3)A) without regard to
‘the percentage equal to 2/3 of.’

“7) OrHER DEFINITIONS.—For purposes of this subsection—

“CA) HousiNG CREDIT AGENCY.—The term ‘housing credit
agency’ means any agency authorized to carry out this sub-
section.

“{B) POSSESSIONS TREATED AS STATES.—The term ‘State’
includes a possession of the United States.

“(i) DEFINITIONS AND SPECIAL Rures.—For purposes of this sec-
tion—

“(1) CompLIANCE PERIOD.—The term ‘compliance period’ means,
with respect to any building, the period of 15 taxable years be-
ginning with the Ist taxable year of the credit period with re-
spect thereto.

“9) DETERMINATION OF WHETHER BUILDING IS FEDERALLY
SUBSIDIZED.— ]

(A) IN GENERAL.—Except as otherwise provided in this
paragraph, for purposes of subsection (b)(1), a new building
shall be treated as federally subsidized for any taxable year
if, at any time during such taxable year, there is outstand-
ing any obligation the interest on which is exempt from tax
under section 103, or any below market Federal loan, the
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proceeds of which are used (directly or indirectly) with re-
spect to such building or the operation thereof.

“(B) ELECTION TO REDUCE ELIGIBLE BASIS BY OUTSTAND-
ING BALANCE OF LOAN.—A loan shall not be taken into ac-
count under subparagraph (A) if the taxpayer elects to
exclude an amount equal to the outstanding balance of such
loan from the eligible basis of the building for purposes of
subsection (d).

“C) BELOW MARKET FEDERAL LOAN.—For purposes of sub-
paragraph (A), the term ‘beloug market Ij"ederal loan means
any loan funded in whole or in part with Federal funds if
the interest rate payable on such loan is less than the ap-
plicable Federal rate in effect under section 1274(d)(1) (as of
the date on which the loan was made).

“3) LOW-INCOME UNIT.— ) .

“tA) In GENERAL.—The term ‘low-income unit’ means
any unit in a building if— ) .

“i) such unit is rent-restricted (as defined in subsec-
tion (g)2)), and

“G1) the individuals occupying such unit meet the
income limitation applicable under subsection (g)1) to
the project of which such building is a part.

“(B) ExCEPTIONS.—A unit shall not be treated as a low-
income unit unless the unit is suitable for occupancy and
used other than on a transient basis.

“(C) SPECIAL RULE FOR BUILDINGS HAVING 4 OR FEWER
UNITS.—In the case of any building which has 4 or fewer
residential rental units, no unit in such building shall be
treated as a low-income unit if the units in such building
are owned by—

‘@) any individual who occupies a residential unit in
such building, or
“ii) any person who is related (as defined in subsec-
w tion (d)2)D)iii) to such individual.
. @) New BUILDING.—The term ‘new building’ means a build-
ing the original use of which begins with the taxpayer.
(5) EXISTING BUILDING.—The term, existing building’ means
any building which is not a new building.
“0) RecaprUurE OF CREDIT —
‘(1) Iy GENERAL —f—

“CA) as of the close of any taxable year in the compliance
riod, the amount of the qualified basis of any building
wz‘t‘h respect to the taxpayer is less than

the amount of such basis as of ¢ .
ceding taxable year, of the close of the pre

then the taxpayer’s tqx under this
) chapter for the taxable year
shg(lgl)bg increased by the credit recapture arr{;)unt. ¢
REDIT RECAPTURE AMOUNT,—For purposes of paragraph
(()]),_ the credit recapture amount is an amount equa{ g) thgzum

“A) the aggregate decrease in the credi
c edits allowed to the
taxplfz.i)’er under section 38 for all prior taxable years which
wlc;u have resulted if the accelerated portion of the credit
atiowable by reason of this section were not allowed for all
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prior taxable years with respect to the excess of the amount
described in paragraph (1X(B) over the amount dscribed in
paragraph (1)(A), plus

“(B) interest at the overpayment rate established under
section 6621 on the amount determined under subpara-
graph (A) for each prior taxable year for the period begin-
ning on the due date for filing the return for the prior tax-
able year involved.

No deduction shall be allowed under this chapter for interest
described in subparagraph (B).

“(3) ACCELERATED PORTION OF cREDIT.—For purposes of para-
graph (2), the accelerated portion of the credit for the prior tax-
able years with respect to any amount of basis is the excess of—

“A) the aggregate credit allowed by reason of this section
(without regard to this subsection) for such years with re-
spect to such basis, over

“(B) the aggregate credit which would be allowable by
reason of this section for such years with respect to such
basis if the aggregate credit which would (but for this sub-
section) have been allowable for the entire compliance
period were allowable ratably over 15 years.

“(}) SPECIAL RULES.—

“lA) Tax BENEFIT RULE.—The tax for the taxable year
shall be increased under paragraph (1) only with respect to
credits allowed by reason of this section which were used to
reduce tax liability. In the case of credits not so used to
reduce tax liability, the carryforwards and carrybacks
under section 39 shall be appropriately adjusted.

“(B) ONLY BASIS FOR WHICH CREDIT ALLOWED TAKEN INTO
ACCOUNT.—Qualified basis shall be taken into account
under paragraph (1)XB) only to the extent such basis was
taken into account in determining the credit under subsec-
tion (a) for the preceding taxable year referred to in such
paragraph.

“‘C) No RECAPTURE OF ADDITIONAL CREDIT ALLOWABLE BY
REASON OF SUBSECTION (F)(3).—Paragraph (1) shall apply to
a decrease in qualified basis only to the extent such de-
crease exceeds the amount of qualified basts with respect to
which a credit was allowable for the taxable year referred
to in paragraph (1)(B) by reason of subsection (f)(3).

““D) NoO CREDITS AGAINST TAX.—Any increase in tax
under this subsection shall not be treated as a tax imposed
by this chapter for purposes of determining the amount of
any credit under subpart A, B, or D of this part.

‘E) NO RECAPTURE BY REASON OF CASUALTY LOSS.—The
increase in tax under this subsection shall not apply to a
reduction in qualified basis by reason of a casualty loss to
the extent such loss is restored by reconstruction or replace-
ment within a reasonable period established by the Secre-
tary.

“ ’gERTAIN PARTNERSHIPS TREATED AS THE TAXPAYER.—

“A) In GeENERAL.—For purposes of applying this subsec-
tion to a partnership to which this paragraph applies—



I-124

ip shall be treated as the taxpayer

i h partnersh :
1) such pa llowable under subsection (a) was

to which the credit a

all‘?(?l{;ed,the amount of such credit allowed shall be

treated as the amount which would have been allowed
to the partnership were such credit allowable to such
partnership,

“Gii) paragraph (J(A) shall not apply, and _

“Guv) the amount of the increase in tax under this
subsection for any taxable year shall be allocated
among the partners of such partnership in the same
manner as such partnership’s taxable income for such
year is allocated among such partners.

““B) PARTNERSHIPS TO WHICH PARAGRAPH APPLIES.—
This paragraph shall apply to any partnership— _

“;) which has 85 or more partners each of whom is a
natural person or an estate, and ‘
“4i) which elects the application of this paragraph.

“C) SPECIAL RULES.—

“;) HUSBAND AND WIFE TREATED AS 1 PARTNER.—For
purposes of subparagraph (B)i), a husband and wife
(and their estates) shall be treated as 1 partner.

“ii) ELECTION IRREVOCABLE.—Any election under
subparagraph (B), once made, shall be irrevocable.

“6) NO RECAPTURE ON DISPOSITION OF BUILDING WHERE BOND
PoSTED.—In the case of a disposition of a building, the taxpayer
shall be discharged from liability for any additional tax under
this subsection by reason of such disposition if—

“(A) the taxpayer furnishes to the Secretary a bond in an
amount satifactory to the Secretary and for the period re-
quired by the Secretary, and

“(B) it is reasonably expected that such building will con-
tinue to be operated as a qualified low-income building for
the remaining compliance period with respect to such
building.

" “(k) AppLicATION OF AT-Risk RuLes.—For purposes of this sec-
ton—

“(1) IN GENERAL.—Except as otherwise provided in this sub-
section, rules similar to the rules of section 46(c) (8) (other than
subparagraph (D)Gv)D) thereof), section 46(cX9), and section
42(d)1) shall apply in determining the qualified basis of any
building in the same manner as such sections apply in deter-
mining the credit base of property.

““2) SPECIAL RULES FOR DETERMINING QUALIFIED PERSON.—
For purposes of paragraph (1)—

“CA) IN GENERAL.—If the requirements of subparagraphs
(B), (C), and (D) are met with respect to any financing bor-
rowed from a qualified nonprofit organization (as defined
in subsection (h)(5)), the determination of whether such fi-
nancing is_qualified commercial financing with respect to
any qualified low-income building shall be made without
regard to whether such organization—

“(i) is actively and regularly engaged in the business
of lending money, or
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3 “Uii) is a person described in section 46(cX8)XD)GvXID).

(B) FINANCING SECURED BY PROPERTY.—The require-
ments of this subparagraph are met with respect to any fi-
nancing if such financing is secured by the qualified low-
income building.

“C) PORTION OF BUILDING ATTRIBUTABLE TO FINANC-
ING.—The requirements of this subparagraph are met with
respect to any financing for any taxable year in the compli-
ance period if, as of the close of such taxable year, not more
than 60 percent of the eligible basis of the qualified low-
income building is atiributable to such financing (reduced
by the principal and interest of any governmental financing
which is part of a wrap-around mortgage involving such fi-
nancing).

‘D) REPAYMENT OF PRINCIPAL AND INTEREST.—The re-
quirements of this subparagraph are met with respect to
any financing if such financing is fully repaid on or before
the earliest of—

“0i) the date on which such financing matures,

‘i) the 90th day after the close of the compliance
period with respect to the qualified low-income build-
ing, or

“Gii) the date of its refinancing or the sale of the
building to which such financing relates.

“3) PRESENT VALUE OF FINANCING.—If the rate of interest on

any financing described in paragraph (2)(A) is less than the rate
which is 1 percentage point below the applicable Federal rate as
of the time such financing is incurred, then the qualified basis
(to which such financing relates) of the qualified low-income
building shall be the present value of the amount of such fi-
nancing, using as the discount rate such applicable Federal
rate. For purposes of the preceding sentence, the rate of interest
on any financing shall be determined by treating interest to the
extent of government subsidies as not payable.

‘“‘4) FAILURE TO FULLY REPAY.—

“CA) IN GENERAL.—To the extent that the requirements of
paragraph (D) are not met, then the taxpayer’s tax under
this chapter for the taxable year in which such failure
occurs shall be increased by an amount equal to the appli-
cable portion of the credit under this section with respect to
such building, increased by an amount of interest for the

eriod—

P “G) beginning with the due date for the filing of the
return of tax imposed by chapter 1 for the Ist taxable
year for which such credit was allowable, and

“i1) ending with the due date for the taxable year in
which such failure occurs,

determined by using the underpayment rate and method

under section 6621.

“B) APPLICABLE PORTION.—For purposes of subpara-
graph (A), the term ‘applicable portion’ means the aggre-
gate decrease in the credits allowed to a taxpayer under sec-
tion 38 for all prior taxable years which would have result-
ed if the eligible basis of the building were reduced by the
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amount of financing which does not meet requirements of
h (D). o

pazt(zg)r agER(Tfl(IN) RULES TO APPLY.—Rules sz_mzla.r to the

rules of subparagraphs (A) and (D) of subsection ()(4) shall

apply for purposes of this subsection.

“1) CERTIFICATIONS TO SECRETARY.—
“1) CERTIFICATION WITH RESPECT TO 1ST YEAR OF CREDIT

pERIOD.—Not later than the 90th day following the close of the

Ist taxable year in the credit period with respect to any quali-

fied low-income building, the taxpayer shall certify to the Secre-

tary (in such form and in such manner as the Secretary pre-

scribes)— . .

“CA) the taxable year, and calendar year, in which such
building was placed in service, ) _

“(B) the adjusted basis and eligible basis of such build-
ing as of the close of the Ist year of the credit period,

“C) the maximum applicable percentage and qualified
basis permitted to be taken into account by the appropriate
housing credit agency under subsection (h),

““D) the election made under subsection (g) with respect
to the qualified low-income housing project of which such
building is a part, and

“(E) such other information as the Secretary may require.

In the case of a failure to make the certification required by the
preceding sentence on the date prescribed therefor, unless it is
shown that such failure is due to reasonable cause and not to
willful neglect, no credit shall be allowable by reason of subsec-
tion (a) with respect to such building for any taxable year
ending before such certification is made.

“(9) ANNUAL REPORTS FROM HOUSING CREDIT AGENCIES.—
Each agency which allocates any housing credit amount to any
building for any calendar year shall submit to the Secretary (at
such time and in such manner as the Secretary shall prescribe)
an annual report specifying—

“CA) the amount of housing credit amount allocated to
each building for such year, and

“(B) sufficient information to identify each such building
and the taxpayer with respect thereto, and )

“C) such other information as the Secretary may require.

The penalty under section 6652() shall apply to any failure to
submit the report required by the preceding sentence on the date
prescribed therefor.
~ “(m) RecuraTIONS.—The Secretary shall prescribe such regulo-
tions as may be necessary or appropriate to carry out the purposes of
this section, including regulations—

“C1 dealing with—

“(A) projects which include more than 1 building or only
a portion of a building,

“(B) buildings which are placed in service in portions,

“(2) providing for the application of this section to short tax-
ablf;e?‘zears, and "

“ reventing the avoidance of t ] ;

“n) TERﬁINATIONg—. f the rules of this section.
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(1) IN GENERAL.—Except as provided in parargraph (%), the
State housing credit ceiling under subsection (h) shall be zero
for any calendar year after 1989.

“(?2) CARRYOVER OF 1989 LIMIT FOR CERTAIN PROJECTS IN
PROGRESS.—

“lA) In GENERAL.—The aggregate housing credit amount
of any agency for 1989 which is not allocated for 1989 shall
be treated for purposes of applying this section to any build-
ing described in subparagraph (B) as the housing credit
amount of such agency for 1990.

“(B) DescripTiON.—A building is described in this sub-
paragraph if—

“60) such building is constructed, reconstructed, or re-
habilitated by the taxpayer,

“(ii) more than 10 percent of the reasonably antici-
pated cost of such construction, reconstrcution, or reha-
bilitation has been incurred as of January 1, 1989, and

“(iii) such building is placed in service before Janu-
ary 1, 1991.

“(C) CERTAIN RULE NOT TO APPLY.—Subsection (h)X6)XBXi)
shall not apply for purposes of this paragraph.”

(b) Low-Income Housing CREDIT TREATED AS OTHER BUSINESS
CREDITS.—

(1) Subsection (b) of section 38 (relating to current year busi-
ness credits), as amended by this Act, is amended by striking
out “plus” at the end of paragraph (3), but striking out the
period at the end of paragraph (4) and inserting in lieu thereof
“plus”, and by adding at the end thereof the following new
paragraph:

“(5) the low-income housing credit determined under section
42).”

(2) Subsection (d) of section 38 is amended by inserting
“49(a),” before ‘“46(a)”’.

(¢) REcapTurRE Tax Not To REpucE MiniMmum Tax.—Paragraph
(1) of section 55(c), as amended by section 701 of this Act, is amend-
ed by inserting “‘or section 42(j)’ after ‘“section 47".

(d) CLEricAL AMENDMENT.—The table of sections for subpart D of
part IV of subchapter A of chapter 1 is amended by adding at the
end thereof the following new item:

“Sec. 42. Low-income housing credit.”

(e) EFFECTIVE DATE.—

(1) IN ceNERAL.—The amendments made by this section shall
apply to buildings placed in service after December 31, 1986, in
taxable years ending after such date.

(2) SPECIAL RULE FOR REHABILITATION EXPENDITURES.—Sub-
section (e) of section 42 of the Internal Revenue Code of 1986 (as
added by this section) shall apply for purposes of paragraph (1).

(f) TRANSITIONAL RULES.—

(1) LIMITATION TO NON-ACRS BUILDINGS NOT TO APPLY TO CER-
TAIN BUILDINGS, ETC.—

(A) IN GENERAL.—In the case of a building which is part
of a project described in subparagraph (B)— g
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(i) section 42(c)2)B) of the Internal Revenue Code of
1986 (as added by this section) shall not apply, and

(ii) such building shall be trﬁeated as not federally
subsidized for purposes of section 42bX1A) of such

Code. ) ) _ ‘
O(B) ProJECT DESCRIBED.—A project 1S described in

this subparagraph if— . o

(i) an urban development action grant application
with respect to such project was submitted on Septem-
ber 13, 1984,

(ii) a zoning commission map amendment related to
such project was granted on July 17, 1985, and

(iii) the number assigned to such project by the Fed-
eral Housing Administration 1s 023-36602.

(C) ADDITIONAL UNITS ELIGIBLE FOR CREDIT. —In the case
of a building to which subparagraph (A) applies and which
is part of a project which meets the requirements of sub-
paragraph (D), for each low-income unit in such building
which is occupied by individuals whose income Ls 30 per-
cent or less of area median gross income, one additional
unit (not otherwise a_low-income unit) in such building
shall be treated as a low-income unit for purposes of such
section 42.

(D) PROJECT DESCRIBED.—A project is described in this
subparagraph if—

(i) rents charged for units in such project are restrict-
ed by State regulations,

. (g) thelannual cash flow of such project is restricted
y State law,

(iii) the project is located on land owned by or
ground leased from a public housing authority,

(iv) construction of such project begins on or before
December 31, 1986, and units within such project are
placed in service on or before June 1, 1990, and

(v) for a 20-year period, 20 percent or more of the resi-
dential units in such project are occupied by individ-
ggls whose income is 50 percent or less of area median

0SS income.

(E) MAaxiMUM ADDITIONAL CREDIT.—The maximum
annual additional credit allowable under section 42 of
such Code by reason of subparagraph (C) shall not exceed
25 percent of the eligible basis of the building.

(2) ADDITIONAL ALLOCATION OF HOUSING CREDIT CEILING.—
. (A) In GeNERAL.—There is hereby allocated to each hous-
ing credit agency described in subparagraph (B) an addi-
tional housing credit dollar amount determined in accord-
ance with the following table:

For calendar year: T,;eélzggtiit;:nig
5:3% $3,900,000
1989. $7,600,000

. $1,800,000

(B) HOUSING CREDIT AGENCIES DESCRIBED.—The housing
credit agencies described in this subparagraph are:
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i) A corporate governmental agency constituted as a
public benefit corporation and established in 1971
under the provisions of Article XII of the Private Hous-
ing Finance Law of the State.

(it) A city department established on December 20,
1979, pursuant to chapter XVIII of a municipal code of
such city for the purpose of supervising and coordinat-
ing the formation and execution of projects and pro-
grams affecting housing within such city.

(iir) The State housing finance agency referred to in
subparagraph (C), but only with respect to projects de-
scribed in subparagraph (C).

(C) PrROJECT DESCRIBED.—A project is described in this
subparagraph if such project is a qualified low-income
housing project which—

(i) receives financing from a State housing finance
agency from the proceeds of bonds issued pursuant to
chapter 708 of the Acts of 1966 of such State pursuant
to loan commitments from such agency made between
May 8, 1984, and July 8, 1986, and

(1) is subject to subsidy commitments issued pursu-
ant to a program established under chapter 57} of the
Acts of 1983 of such State having award dates from
such agency between May 31, 1984, and June 11, 1985.

(D) SPECIAL RULES.—

(i) Any building—

(D which is allocated any housing credit dollar
amount by a housing credit agency described in
clause (iii) of subparagraph (B), and

(II) which is placed in service after June 30,
1986, and before January 1, 1987,

shall be treated for purposes of the amendments made
by this section as placed in service on January 1, 1987.

(1i) Section 42(c)X2)B) of the Internal Revenue Code of
1986 shall not apply to any building which is allocated
any housing credit dollar amount by any agency de-
scribed in subparagraph (B).

(E) ALL UNITS TREATED AS LOW INCOME UNITS IN CERTAIN
casEs.—In the case of any butlding—

(i) which is allocated any housing credit dollar
amount by any agency described in subparagraph (B),
and

(it) which after the application of subparagraph
DJGv) is a qualified low-tncome building at all times
during any taxable year, .

such building shall be treated as described in section
42ABX1(B) of such Code and having an applicable fraction
for such year of 1.

(3) CERTAIN PROJECTS PLACED IN SERVICE BEFORE 1987.—

(A) IN GENERAL.—In the case of a building which is part
of a project described in subparagraph (B)—

(1) section 42(c)2)(B) of such Code shall not apply,

(it) such building shall be treated as placed in serv-
ice during the first calendar year after 1986 and before
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0 in which such building is a qualified low-income
é%?ldé%; (determined after the application of clause (i),
and )

urposes of section 42(h) of such Code, such
bu(illlcll)ir{grs%alll) be treated as having allocated to it a
housing credit dollar amount equal to the dollar
amount appearing in the clause of subparagraph (B) in
which such building is described. _ _ ‘
(B) ProJECT DESCRIBED.—A project 18 described in this
subparagraph if the Code number a._sszgned to such project
by the Farmers’ Home Administration appears in the fol-
lowing table:

The housing credit

The code number is: dollar amount is:

(i) 49284553664 oo $16,000
7270 T $£22.000
T L T —————— $61,000
Ry 7 L B $48,000
(0) 4927074218934 ..cc.. e $32,000
P T /) S —— eeeeeeeeeee $36,000
YT T LY A —————— $53,000.

(C) DETERMINATION OF ADJUSTED Basis.—The adjusted
basis of any building to which this paragraph applies for
purposes of section 42 of such Code shall be its adjusted
basis as of the close of the taxable year ending before the
first taxable year of the credit period for such building.

(D) CERTAIN RULES To APPLY.—Rules similar to the rules
of subparagraph (E) of paragraph (2) shall apply for pur-
poses of this paragraph.

(4) DerintrIONs.—For purposes of this subsection, terms used
in such subsection which are also used in section 42 of the In-
ternal Revenue Code of 1986 (as added by this section) shall
have the meanings given such terms by such section 42.

Subtitle G—Merchant Marine Capital
Construction Funds

SEC. 261. PROVISIONS RELATING TO MERCHAN:! -

Lo BTl T MARINE CAPITAL CON

(a) Purrose.—The purpose of this section is to coordinate the ap-

plication of the Internal Revenue Code of 1986 with the capital con-
struction program under the Merchant Marine Act, 1936.

(b) AMENDMENT oF 1986 Cope.—Chapter 77 (relating to miscella-

neous provisions) is amended by adding at the end thereof the fol-
lowing new section:

“SEC. 7518. TAX INCENTIVES RELATING
) CONSTRUCTION FreLd TO MERCHANT MARINE CAPITAL
(a) CEILING ON DEPOSITS.—

U In GeNERAL—The amount deposited in a fund estab-
lished under section 607 of the Mer]';:hant Marin(( Act, 1936
(hereenafter in this section referred to as a ‘capital construction
fund) ihall not exceed for any taxable year the sum of:

(A) that portion of the taxable income of the owner or
lessee for such year (computed as provided in chapter 1 but



I-131

without regard to the carryback of any net operating loss or
net capital loss and without regard to this section) which is
attributable to the operation of the agreement vessels in the
foreign or domestic commerce of the United States or in the
fisheries of the United States,

“(B) the amount allowable as a deduction under section
167 for such year with respect to the agreement vessels,

“C) if the transaction is not taken into account for pur-
poses of subparagraph (A), the net proceeds (as defined in
Joint regulations) from—

“t) the sale or other disposition of any agreement
vessel, or

“Gi) insurance or indemnity attributable to any
agreement vessel, and

“(D) the receipts from the investment or reinvestment of
amounts held in such fund.

“(2) LIMITATIONS ON DEPOSITS BY LESSEES.—In the case of a
lessee, the maximum amount which may be deposited with re-
spect to an agreement vessel by reason of paragraph (1)XB) for
any period shall be reduced by any amount which, under an
agreement entered into under section 607 of the Merchant
Marine Act, 1936, the owner is required or permitted to deposit
for such period with respect to such vessel by reason of para-
graph (1)(B).

“(3) CERTAIN BARGES AND CONTAINERS INCLUDED.—For pur-
poses of paragraph (1), the term ‘agreement vessel’ includes
barges and containers which are part of the complement of such
vessel and which are provided for in the agreement.

“(b) REQUIREMENTS AS TO INVESTMENTS.—

‘(i) IN GENERAL.—Amounts in any capital construction fund
shall be kept in the depository or depositories specified in the
agreement and shall be subject to such trustee and other fiduci-
ary requirements as may be specified by the Secretary.

“(2) LIMITATION ON FUND INVESTMENTS.—Amounts in any
capital construction fund may be invested only in interest-bear-
ing securities approved by the Secretary; except that, if such Sec-
retary consents thereto, an agreed percentage (not in excess of 60
percent) of the assets of the fund may be invested in the stock of
domestic corporations. Such stock must be currently fully listed
and registered on an exchange registered with the Securities
and Exchange Commission as a national securities exchange,
and must be stock which would be acquired by prudent men of
discretion and intelligence in such matters who are seeking a
reasonable income and the preservation of their capital. If at
any time the fair market value of the stock in the fund is more
than the agreed percentage of the assets in the fund, any subse-
quent investment of amounts deposited in the fund, and any
subsequent withdrawal from the fund, shall be made in such a
way as to tend to restore the fund to a situation in which the
fair market value of the stock does not exceed such agreed per-
centage.

“43) INVESTMENT IN CERTAIN PREFERRED STOCK PERMITTED.—
For purposes of this subsection, if the common stock of a corpo-
ration meets the requirements of this subsection and if the pre-
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uch corporation would meet such requirements
éez:;e;f)rs tgiff }(”)afci that ifn cannot be listed and registered as re-
quired because it is nonvoting stock, such preferred stock shall
be treated as meeting the requirements of this subsection.
“) NONTAXABILITY FOR DEPOSITS.— o

“1) IN ceNERAL.—For purposes of this title— .

“A) taxable income (determined without regard to this
section and section 607 of the Merchant Marine Act, 1936)
for the taxable year shall be reduced by an amount equal to
the amount deposited for the taxable year out of amounts
referred to in subsection (@A), ) ‘

“B) gain from a transaction referred to in subsection
(@)1)XC) shall not be taken into account if an amount equal
to the net proceeds (as defined in joint regulations) from
such transaction is deposited in the fund,

“C) the earnings (including gains and losses) from the
investment and reinvestment of amounts held in the fund
shall not be taken into account,

“D) the earnings and profits (within the meaning of sec-
tion 316) of any corporation shall be determined without
regard to this section and section 607 of the Merchant
Marine Act, 1936, and

“E) in applying the tax imposed by section 531 (relating
to the accumulated earnings tax), amounts while held in
the fund shall not be taken into account.

“(2) ONLY QUALIFIED DEPOSITS ELIGIBLE FOR TREATMENT.—
Paragraph (1) shall apply with respect to any amount only if
such amount is deposited in the fund pursuant to the agree-
ment and not later than the time provided in joint regulations.

“(d) EsTABLISHMENT OF ACCOUNTS.—For purposes of this section—

“1) In GENERAL.—Within a capital construction fund 3 ac-
counts shall be maintained:

“(A) the capital account,

“(B) the capital gain account, and

3 “(C) the ordinary income account.
of (2) CaprraL Account.—The capital account shall consist

“(A) amounts referred to in subsection (a)(1)XB)

“(B) amounts referred to in subsection (a)(I)XC) other than
that portion thereof which represents gain not taken into
ace‘ognt by reason of subsection (c)1)B),

(@) the percentage applicable under section 243(a)1) of
;Z’?; ;iriwr(rizendtr qce{lvedtzy t?e f(‘litnd with respect to which the
antaining the fund would (but for subsection

(c){‘l()l()?)j l;e allowed a deduction under sect;'onf%e?, and
108 interest income exempt from taxation under section

“3) CAPITAL GAIN ACCOUNT.— 3 1
consist o ” .—The capital gain account shall
(14
(A) amounts representin, 3 1
g capital gains on assets held
for more than 6 months and referred to in subsection

(a)‘(%gC) or (@)1)(D), reduced by

) amounts representin, ] .
g capital losses o n
the fund for more than 6 meonths n assets held i
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“4) ORDINARY INCOME Account.—The ordinary income ac-
count shall consist of—

“A) amounts referred to in subsection (a)1)(A),

“(BXi) amounts representing capital gains on assets held
for 6 months or less and referred to in subsection (@X1)XC) or
(@)1)XD), reduced by

“(ii) amounts representing capital losses on assets held in
the fund for 6 months or less,

“(C) interest (not including any tax-exempt interest re-
ferred to in paragraph (2X(D)) and other ordinary income
(not including any dividend referred to in subparagraph
(E)) received on assets held in the fund,

““D) ordinary income from a transaction described in
subsection (a)1)(C), and

‘() the portion of any dividend referred to in paragraph
(2XC) not taken into account under such paragraph.

“(5) CAPITAL LOSSES ONLY ALLOWED TO OFFSET CERTAIN
GAINS.—Except on termination of a capital construction fund,
capital losses referred to in paragraph (3XB) or in paragraph
(4J)BXir) shall be allowed only as an offset to gains referred to
in paragraph (3)(A) or (4)(B)Xi), respectively.

‘le) PUurPOSES OF QUALIFIED WITHDRAWALS.—

“(1) IN GENERAL.—A qualified withdrawal from the fund is
one made in accordance with the terms of the agreement but
only if it is for:

“CA) the acquisition, construction, or reconstruction of a
qualified vessel,

“(B) the acquisition, construction, or reconstruction of
barges and containers which are part of the complement of
a qualified vessel, or

“lC) the payment of the principal on indebtedness in-
curred in connection with the acquisition, construction, or
reconstruction of a qualified vessel or a barge or container
which is part of the complement of a qualified vessel.

Except to the extent provided in regulations prescribed by the

Secretary, subparagraph (B), and so much of subparagraph (C)

as relates only to barges and containers, shall apply only with

gespect to barges and containers constructed in the United
tates.

“(9) PENALTY FOR FAILING TO FULFILL ANY SUBSTANTIAL OBLI-
GATION.—Under joint regulations, if the Secretary determines
that any substantial obligation under any agreement is not
being fulfilled, he may, after notice and opportunity for hearing
to the person maintaining the fund, treat the entire fund or any
portion thereof as an amount withdrawn from the fund in a
nonqualified withdrawal.

“l4f) TaAx TREATMENT OF QUALIFIED WITHDRAWALS.—

“(1) OrDERING RULE.—Any qualified withdrawal from a fund
shall be treated—

“(A) first as made out of the capital account,

“(B) second as made out of the capital gain account, and

“C) third as made out of the ordinary income account.

“(9) ADJUSTMENT TO BASIS OF VESSEL, ETC., WHERE WITH-
DRAWAL FROM ORDINARY INCOME ACCOUNT.—If any portion of a
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0d withdrawal for « vessel, barge, or container is made
gzglé’;egw ordinary ir{come account, the basis of such vessel,
barge, or container shall be reduced by an amount equal to such
portion.

“(3) ADJUSTMENT TO BASIS OF VESSEL, ETC., WHERE WITH-
DRAWAL FROM CAPITAL GAIN ACCOUNT.—If any portion of a
qualified withdrawal for a vessel, barge, or container is made
out of the capital gain account, the basis of such vessel, barge,
or container shall be reduced by an amount equal to such por-
tion.

“}) ADJUSTMENT TO BASIS OF VESSELS, ETC., WHERE WITH-
DRAWALS PAY PRINCIPAL ON DEBT.—If any portion of a qyalzﬁed
withdrawal to pay the principal on any indebtedness is made
out of the ordinary income account or the capital gain account,
then an amount equal to the aggregate reduction which would
be required by paragraphs (2) and (3) if this were a qualified
withdrawal for a purpose described in such paragraphs shall be
applied, in the order provided in joint regulations, to reduce the
basis of vessels, barges, and containers owned by the person
maintaining the fund. Any amount of a withdrawal remaining
after the application of the preceding sentence shall be treated
as a nonqualified withdrawal.

“(5) ORDINARY INCOME RECAPTURE OF BASIS REDUCTION.—If
any property the basis of which was reduced under paragraph
(@), (3), or (4) is disposed of, any gain realized on such disposi-
tion, to the extent it does not exceed the aggregate reduction in
the basis of such property under such paragraphs, shall be
treated as an amount referred to in subsection (gSXA) which
was withdrawn on the date of such disposition. Subject to such
conditions and requirements as may be provided in joint regulo-
tions, the preceding sentence shall not apply to a disposition
where there is a redeposit in an amount determined under joint
regulations which will, insofar as practicable, restore the fund

 to the position it was in before the withdrawal.
® ?:AX TREATMENT OF NONQUALIFIED WITHDRAWALS.—

(1) IN cENERAL.—Except as provided in subsection (h), any
wu‘hdr:awal ) from a capital construction fund which is not a
gl:gifézled withdrawal shall be treated as a nongualified with-

“(%) OrDERING RULE.—An. fi ]
e RDERING RULE. y nonqualified withdrawal from a
::(A) first as made out of the ordinary income account,
“(B) second as made out of the capital gain account, and
(C) third as made out of the capital account.
For purposes of this section, items withdrawn from any account
shall be lreated as withdrawn on a first-in-first-out basis;
except that (i) any nonqualified withdrawal for research, devel-
(oipment, and design expenses incident to new and advanced ship
esign, machgrgery and equipment, and (ii) any amount treated
as a nonqualified withdrawal under the second sentence of sub-
Zezlcstg)n (P4, shall be treated as withdrawn on a last-in-first-out

“(®) OPERATING RULES.—For purposes of this title—
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. “CA) any amount referred to in paragraph (2/(A) shall be
included in income as an item of ordinary income for the
taxable year in which the withdrawal is made,

_ “(B) any amount referred to in paragraph (2)(B) shall be
included in income for the taxable year in which the with-
drawal is made as an item of gain realized during such
year from the disposition of an asset held for more than 6
months, and

“(O) for the period on or before the last date prescribed
for payment of tax for the taxable year in which this with-
drawal is made—

“(i) no interest shall be payable under section 6601
and no addition to the tax shall be payable under sec-
tion 6651,

“(ii) interest on the amount of the additional tax at-
tributable to any item referred to in subparagraph (A)
or (B) shall be paid at the applicable rate (as defined
in paragraph (4)) from the last date prescribed for pay-
ment of the tax for the taxable year for which such
item was deposited in the fund, and

“Giii) no interest shall be payable on amounts re-
ferred to in clauses (i) and (i) of paragraph (2) or in
the case of any nonqualified withdrawal arising from
the application of the recapture provision of section
606(5) of the Merchant Marine Act of 1936 as in effect
on December 31, 1969.

“(4) INTEREST RATE.—For purposes of paragraph (3XC)ii), the
applicable rate of interest for any nonqualified withdrawal—

“lA) made in a taxable year beginning in 1970 or 1971 is
8 percent, or

“(B) made in a taxable year beginning after 1971, shall
be determined and published jointly by the Secretary of the
Treasury or his delegate and the applicable Secretary and
shall bear a relationship to 8 percent which the Secretaries
determine under joint regulations to be comparable to the
relationship which the money rates and investment yields
for the calendar year immediately preceding the beginning
of the taxable year bear to the money rates and investment
yields for the calendar year 1970.

“5) AMOUNT NOT WITHDRAWN FROM FUND AFTER 25 YEARS
FROM DEPOSIT TAXED AS NONQUALIFIED WITHDRAWAL.—

“tA) In GENERAL.—The applicable percentage of any
amount which remains in a capital construction fund at
the close of the 26th, 27th, 28th, 29th, or 30th taxable year
following the taxable year for which such amount was de-
posited shall be treated as a nonqualified withdrawal in
accordance with the following table:

“If the amount remains in the fund at the The applicable
close of the— percentage is—
26th taxable year 20 percent
27th taxable year 40 percent
28th taxable year 60 percent

29th taxable year etrree ettt sttt e ettt sene s 80 percent
SOLR EAXADIE YEAT et tcissss s ssasnsen 100 percent.
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“‘B) EARNINGS TREATED AS DEPOSITS.—The earnings of
any capital construction fund for any taxable year (other
than net gains) shall be treated for purposes of this para-
graph as an amount deposited for such taxable year.

“C) AMOUNTS COMMITTED TREATED AS WITHDRAWN.—For
purposes of subparagraph (A), an amount shall not be treat-
ed as remaining in a capital construction fund at the close
of any taxable year to the extent there is a binding contract
at the close of such year for a qualified withdrawal of such
amount with respect to an identified item for which such
withdrawal may be made.

“D) AUTHORITY TO TREAT EXCESS FUNDS AS WITH-
DRAWN.—If the Secretary determines that the balance in
any capital construction fund exceeds the amount which is
appropriate to meet the vessel construction program objec-
tives of the person who established such fund, the amount
of such excess shall be treated as a nonqualified withdraw-
al under subparagraph (A) unless such person develops ap-
propriate program objectives within 8 years to dissipate
such excess.

“(E) AMOUNTS IN FUND ON JANUARY 1, 1987.—For purposes
?f this paragraph, all amounts in a capital construction

und on January 1, 1987, shall be treated as deposited in
such fund on such date.
“(6) NONQUALIFIED WITHDRAWALS TAXED AT HIGHEST MARGIN-
AL RATE.—

“(A) IN GENERAL.—In the case of any taxable year for
which there is a nonqualified withdrawal (including any
amount so treated under paragraph (5)), the tax imposed by
chapter:‘l' shall be determined— -

(1) by excluding such withdrawal from gross income,
and

‘(i) by increasing the tax imposed by chapter 1 b
the product of the amount of sucIl)L withdyrawall, and thz
highest rate of tax specified in section 1 (section 11 in

_ the case of a corporation,).
With respect to the portion of any nonqualified withdrawal
made out of the capital gain account during a taxable year
to which section 1(2) or 1201(a) applies, the ;'g:zte of tax tgken
Lgnto account under the preceding sentence shall not exceed
8 percent (34 percent in the case of a corporation).

_'(B) Tax BENEFIT RULE.—] ;
ified withdrammg o e [ any portion of a nonqual-

able year in which such withdrawal
(1) such portion shql] not

un‘a‘% subparagraph (A), and
W an amount equal to such porti hall
ed as allowed qs q deductio portion shall be treat
: n und.
taxable year in which sych, with%rz;;f fon 172 for the

[y
Losg % CBXI;DINATION WITH DEDUCTION FOR NET OPERATING
: Y nonqualified withdrawal excluded from gross

occurs—
be taken into account
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income under subparagraph (A) shall be excluded in deter-
mining taxable income under section 172(b)(2).

“th) CErRTAIN CORPORATE REORGANIZATIONS AND CHANGES IN
ParTNERSHIPS.—Under joint regulations—

“1) a transfer of a fund from one person to another person in
a transaction to which section 381 applies may be treated as if
suc;z transaction did not constitute a nonqualified withdrewal,
an

“2) a similar rule shall be applied in the case of a continu-
ation of a partnership.

“() DeriINITIONS.—For purposes of this section, any term defined
in section 607(k) of the Merchant Marine Act, 1936 which is also
used in this section (including the definition of ‘Secretary’) shall
have the meaning given such term by such section 607(k) as in effect
on the date of the enactment of this section.”

(c) CrREDITS NOT ALLOWED AGAINST INCREASE IN Tax.—Para-
graph (%) of section 26(b) is amended by striking out “and” at the
end of subparagraph (G), by striking out the period at the end of
subparagraph (H) and inserting in lieu thereof “ and’” and by
adding at the end thereof the following new subparagraph:

“D subparagraph (A) of section 7518(g)6) (relating to
nonqualified withdrawals from capital construction funds
taxed at highest marginal rate).”

(d) DEPARTMENTAL REPORTS AND CERTIFICATION.—Section 607 of
the Merchant Marine Act, 1936, is amended by adding at the end
thereof the following new subsection:

“tm) DEPARTMENTAL REPORTS AND CERTIFICATION.—

“‘1) In GENERAL.—For each calendar year, the Secretaries
shall each provide the Secretary of the Treasury, within 120
days after the close of such calendar year, a written report with
respect to those capital construction funds that are under their
Jurisdiction.

“9) ConTENTS OF REPORTS.—Each report shall set forth the
name and taxpayer identification number of each person—

“(A) establishing a capital construction fund during such
calendar year;

“(B) maintaining a capital construction fund as of the
last day of such calendar year;

“(C) terminating a capital construction fund during such
calendar year;

“D) making any withdrawal from or deposit into (and
the amounts thereof) a capital construction fund during
such calendar year; or )

“(E) with respect to which a determination has been
made during such calendar year that such person has
failed to fulfill a substantial obligation under any capital
construction fund agreement to which such person is a
party.”

(e) CONFORMING AMENDMENTS.—

(1) Subparagraph (A) of section 607(d)1) of the Merchant
Marine Act, 1936 is amended by inserting “and section 7518 of
such Code” after “this section”.



1-138

bparagraph (D) of section 607(d)(1) of such Act is
angi)ndselctl pl')y ign;.efting “und section 7518 of such Code” after
“this section”. .
tl(z;}s Subparagraph (C) of section 607(e)?) of such Act is amend-
ed by striking out “85 percent” and inserting in lieu thereof
“the percentage applicable under section 2438(a)1) of the Inter-
nal Revenue Code of 1986”. '

(4) Subparagraph (E) of section 607(e)4) of such Act is amend-
ed to read as follows: o .

“CE) the portion of any dividend referred to in paf’agraph
(2)(C) not taken into account under such parag_raph.

(5) Paragraph (3) of section 607(g) of such Act is amended to
read as follows: o )

“3) If any portion of a qualified wzthdrawa] for a vessel,
barge, or container is made out of the capital gain account, the
basis of such vessel, barge, or container shall be reduced by an
amount equal to such portion.”

(6) Subsection (h) of section 607 of such Act is amended by
adding at the end thereof the following new paragraphs:

“5) AMOUNT NOT WITHDRAWN FROM FUND AFTER 25 YEARS
FROM DEPOSIT TAXED AS NONQUALIFIED WITHDRAWAL.—

“A) In GeENERAL.—The applicable percentage of any
amount which remains in o capital construction fund at
the close of the 26th, 27th, 28th, 29th, or 30th taxable year
following the taxable year for which such amount was de-
posited shall be treated as a nonqualified withdrawal in
accordance with the following table:

“If the amount remains in the fund at the The applicable
close of the— percentage i3—
D6th tAXADLIE YEAT .....oeeeeeveerreeeereiee e er e en ettt 20 percent
B7th taXABLE YEAT ...ttt 40 percent
28th taxable year... 60 percent
29th taxable year . 80 percent
30th taxable year . . 100 percent.

“(B) EARNINGS TREATED AS DEPOSITS.—The earnings of
any capital construction fund for any taxable year (other
than net gains) shall be treated for purposes of this para-
ch‘zPh as an amount deposited for such taxable year.

(C) AMOUNTS COMMITTED TREATED AS WITHDRAWN.—For
purposes of subparagraph (A), an amount shall not be treat-
ed as remaining in a capital construction fund at the close
of any taxable year to the extent there is a binding contract
at the close of such year for a qualified withdrawal of such
amount with respect to an identified item for which such
wz‘t‘hdrawal may be made.

(D) AUTHORITY TO TREAT EXCESS FUNDS AS WITH-
DRAWN.—If the Secretary determines that the balance in
any capital construction fund exceeds the amount which is
appropriate to meet the vessel construction program objec-
tives of the person who established such fund, the amount
0]; suc(liz excess shall be treated as a nonqualified withdraw-
al under subparagraph (A) unless such person develops ap-

propriate program objecti thi isSi
SUCh excoss 8T jectives within 8 years to dissipate
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“YAE) AMOUNTS IN FUND ON JANUARY 1, 1987.—For pur-
poses of this paragraph, all amounts in a capital construc-
tion fund on January 1, 1987, shall be treated as deposited
in such fund on such date.

“(6) NONQUALIFIED WITHDRAWALS TAXED AT HIGHEST MARGIN-
AL RATE.—

“A) IN GENERAL.—In the case of any taxable year for
which there is a nonqualified withdrawal (including any
amount so treated under paragraph (5)), the tax imposed by
chapter 1 of the Internal Revenue Code of 1986 shall be de-
termined—

‘d‘(i) by excluding such withdrawal from gross income,
an
“ti) by increasing the tax imposed by chapter 1 of
such Code by the product of the amount of such with-
drawal and the highest rate of tax specified in section
1 (section 11 in the case of a corporation) of such Code.
With respect to the portion of any nonqualified withdrawal
made out of the capital gain account during a taxable year
to which section 1(i) or 1201(a) of such Code applies, the
rate of tax taken into account under the preceding senter.ce
shall not exceed 28 percent (34 percent in the case of a cor-
poration,).

“(B) Tax BENEFIT RULE.—If any portion of a nonqual-
ified withdrawal is properly attributable to deposits (other
than earnings on deposits) made by the taxpayer in any tax-
able year which did not reduce the taxpayer’s liability for
tax under chapter 1 for any taxable year preceding the tax-
able year in which such withdrawal occurs—

“G) such portion shall not be taken into account
under subparagraph (A), and

“6ii) an amount equal to such portion shall be treat-
ed as allowed as a deduction under section 172 of such
Code for the taxable year in which such withdrawal
occurs.

“4C) COORDINATION WITH DEDUCTION FOR NET OPERATING
LOSSES.—Any nonqualified withdrawal excluded from gross
income under subparagraph (A) shall be excluded in deter-
mining taxable income under section 172(b)(9) of the Inter-
nal Revenue Code of 1986.”

() CLerIcAL AMENDMENT.—The table of sections for chapter 77 is
amended by adding at the end thereof the following new item:

“Sec. 7518. Tax incentives relating to merchant marine capital con-
struction funds.”

(8) EFFECTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1986.
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TITLE III—CAPITAL GAINS
Subtitle A—Individual Capital Gains

SEC. 301. REPEAL OF EXCLUSION FOR LONG-TERM CAPITAL GAINS OF INDI-
VIDUALS. _
(a) IN GENERAL.—Section 1202 (relating to deduction for capital
gains) is hereby repealed.
(b) CONFORMING AMENDMENTS.— ‘

(1) Section 62(a) (defining adjusted gross income), as amended
by section 182, is amended by striking out paragraph (3) and re-
designating paragraphs (), (5), (6), (7), (10), (1), (12), (13), (1}),
and (15) as paragraphs (3) through (12), .respectu_Jely._ '

(9) Section 170(e)(1) (relating to certain contributions of _or:dz-
nary income and capital gain property) is amended by striking
out “40 percent (*%4 in the case of a corporat_zon) of”’. _ '

(3) Paragraph (2) of section 179(d) (relating to modifications
with respect to net operating loss deduction) is amended to read
as follows:

“(9) CAPITAL GAINS AND LOSSES OF TAXPAYERS OTHER THAN
CORPORATIONS.—In the case of a taxpayer other than a corpora-
tion, the amount deductible on account of losses from sales or
exchanges of capital assets shall not exceed the amount includ-
ible on account of gains from sales or exchanges of capital
assets.”

(4) Paragraph (1) of section 219() (defining compensation) is
amended by striking out “paragraph (7)” and inserting in lieu
thereof “paragraph (6)”.

(5)A) Section 223 (relating to cross references) is amended to
read as follows:

“SEC. 223. CROSS REFERENCE.

“For deductions in respect of a decedent, see section 691.”

(B) The table of sections for part VII of subchapter B of chap-
ter 1 is amended by striking out “references’ in the item relat-
ing to section 223 and inserting in lieu thereof “reference’.

(6) Paragaph (4) of section 643(c) (relating to deduction for
amounts paid or permanently set aside for a charitable purpose)
i1s amended—

(A) by striking out the Ist sentence, and
(B) by striking out “ADJUSTMENTS” in the paragraph
heading anc,l, inserting in lieu thereof “COORDINATION WITH

(7)51}75;'T10N 68;l @ ;

) Paragrap of section 643(a) (relating to distributable
nefg;nlcjome) is c;tmended by striking out the las%r sentence.

estore tg;t)lg;agmegé()ie(éf_sectwn 691(c) (relating to deduction for

(A) by striking out “1201, 1202 and 1211, and f r-

poses of section 57(a)9)” and inserting in Lie, heraof 4100

7907, and 1917 aglé( )” and inserting in lieu thereof “1(j)

(B) by striking out “caPrrar cain DEDUCTION, ETC.—” in

the paragraph head; ] ng in li
ing and inserting in lieu t “cap-
ITAL GAIN PROVISIONS.— "’ & hereof “car
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(9) The second sentence of paragraph (2) of section 871(a) (re-
lating to income not connected with United States business) is
amended by striking out “such gains and losses shall be deter-
mined without regard to section 1202 (relating to deduction for
capital gains) and”’

(10) Subsection (b) of section 1211 (relating to limitation on
capital losses) is amended to read as follows:

“(v) OrHER Taxpavers.—In the case of a taxpayer other than a
corporation, losses from sales or exchanges of capital assets shall be
allowed only to the extent of the gains from such sales or exchanges,
plus (if such losses exceed such gains) the lower of—

“1) $3,000 (31,500 in the case of a married individual filing a
separate return), or

“(2) the excess of such losses over such gains.”

(11) Paragraph (2) of section 1212(b) (relating to capital loss
carrybacks and carryovers) is amended to read as follows:

“(?) SpeciAL RULE.—For purposes of determining the excess
referred to in subparagraph (A) or (B) of paragraph (1), an
amount equal to the amount allowed for the taxable year under
paragraph (1) or (2) of section 1211(b) shall be treated as a
short-term capital gain in such year.”

(12) Paragraph (1) of section 1402(i) (relating to special rules
}l"or options and commodities dealers) is amended to read as fol-

ows:

“(1) IN GeNERAL.—Notwithstanding subsection (a)3)(A), in de-
termining the net earnings from self-employment of any options
dealer or commodities dealer, there shall not be excluded any
gain or loss (in the normal course of the taxpayer’s activity of
dealing in or trading section 1256 contracts) from section 1256
contracts or property related to such contracts.”

(13) The table of sections for part I of subchapter P of chapter
1 is amended by striking out the item relating to section 1202.

(c) EFFECTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1986.

SEC. 302. 28-PERCENT CAPITAL GAINS RATE FOR TAXPAYERS OTHER THAN
CORPORATIONS.

(a) IN GENERAL.—Section 1 (relating to tax imposed on individ-
uals), as amended by sections 101 and 1411, is amended by adding
at the end thereof the following new subsection:

“G) Maximum CAPITAL GAINS RATE.— ) )

“C1) In GeNERAL—If a taxpayer has a net capital gain for
any taxable year to which this subsection applies, then the tax
imposed by this section shall not exceed the sum of—

“A) a tax computed at the rates and in the same manner
as if this subsection had not been enacted on the greater
0 PR—

4 “G) the taxable income reduced by the amount of net
capital gain, or
“6ii) the amount of taxable income taxed at a rate
below 28 percent, plus )

“B) a tax of 28 percent of the amount of taxable income
in excess of the amount determined under subparagraph
(A), plus
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“C) the amount of increase determined under subsection

“(,gg).YEARS TO WHICH SUBSECTION APPLIES.—This subsection
ly to— o
shall a‘l‘)(i)y any taxable year beginning in 1987, and .
“‘B) any taxable year beginning after 1987 if the highest
rate of tax set forth in subsection (a), (b) (c), (d) or (e)
(whichever applies) for such taxable year exceeds 28 per-

») EF:;Z;:IVE Date.—The amendment made by this section shall
apply to taxable years beginning after December 31, 1986.

(¢c) TRANSITIONAL RULE.—The tax under section 1 of the Internal
Revenue Code of 1986 on the long-term capital gain on rights to roy-
alties paid under leases and assignments binding on September 25,
1985, by a limited partnership formed on March 1, 1977, which on
October 30, 1979, assigned leases and which assignment was amend-
ed on April 27, 1981, shall not exceed 20 percent.

Subtitle B—Repeal of Corporate Capital Gains
Treatment

SEC. 311. REPEAL OF CORPORATE CAPITAL GAINS TREATMENT.
(@) GENERAL Rur.—Section 1201 (relating to alternative tax for
corporations) is amended to read as follows:

“SEC. 1201. ALTERNATIVE TAX FOR CORPORATIONS,

“(a) GENERAL RULE.—IFf for any toxable year a corporation has a
net capital gain and any rate of tax imposed by section 11, 511, or
831(a) (whichever is applicable) exceeds 3} percent (determined with-
out regard to the last sentence of section 11(®)), then, in lieu of any
such tax, there is hereby imposed a tax (if such tax is less than the
tax ngosed by such sections) which shall consist of the sum of—

(1) a tax computed on the taxable income reduced by the
amount of the net capital gain, at the rates and in the manner
as‘z(fg‘ )thzs sub.;gg;tzon had not been enacted, plus

(2) a tax of 34 percent of the net capital gain.

“(b) Cross REFERENCES.— &

“For“computation of the alternative tax—
"(I) in the case of life insurance companies, see section 801(a)(2),
(2) in the case of regulated investment companies and their share
ho‘l(t(lgs, see ;,f:twn 852(b)(3)(A) and (D), and
in f i i
SSTN A » case of real estate investment trusts, see seclion
(&) TECHNICAL AMENDMENTS, —

(])“ Clause (u,z,) of section 852b)IXD) is amended by striking
out “72 percent” and inserting in licu thereof “66 percent”.

(2) Subparagraph (E) of section 593(b)2), as in effect before
the amendments made by title IX, is amended by adding “and”
at the end of clause (tii), by striking out clause (iv), and by re
designating clause (v) as clause (iv).

e The‘z‘ second sentence of section 631(c) is amended by strik-
ing out “Such owner” and inserting in lieu thereof “If for the
taxable year of such gain or loss the maximum rate of tax im-
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\
posed by this chapter on any net capital gain is less than such
maximum rate for ordinary income, such owner”.

(4) Paragraphs (1) and (2) of section 1445(e) (as amended by
title XVIID) are each amended by striking out “28 percent” and
inserting in lieu thereof “3} percent”,

(c) EFFECTIVE DATE.—The amendments made by subsections (a)
?ggﬁ(b) shall apply to taxable years beginning after December 31,
(d) TRANSITIONAL RULES.—

(1) TAXABLE YEARS WHICH BEGIN IN 1986 AND END IN 1987.—In
the case of any taxable year which begins before January I,
1987, and ends on or after such date, paragraph (9) of section
1201(a) of the Internal Revenue Code of 195}, as in effect on the
date before the date of enactment of this Act, shall be applied
as if it read as follows:

“(2) the sum of—

“CA) 28 percent of the lesser of—

“t) the net capital gain determined by taking into
account only gain or loss which is properly taken into
account for the portion of the taxable year before Janu-
ary 1, 1987, or

“(i1) the net capital gain for the taxable year, and

“(B) 34 percent of the excess (if any) of—

“(i) the net capital gain for the taxable year, over

“@ii) the amount of the net cag;rital gain taken into
account under subparagraph (A).’

(?2) REVOCATION OF ELECTIONS UNDER SECTION 631(a).—Any
election under section 631(a) of the Internal Revenue Code of
1954 made (whether by a corporation or a person other than a
corporation) for a taxable year beginning before January I,
1987, may be revoked by the taxpayer for any taxable year
ending after December 31, 1986. For purposes of determining
whether the taxpayer may make a further election under such
section, such election (and any revocation under this paragraph)
shall not be taken into account.

Subtitle C—Incentive Stock Options

SEC. 321. REPEAL OF REQUIREMENT THAT INCENTIVE STOCK OPTIONS ARE
EXERCISABLE ONLY IN CHRONOLOGICAL ORDER; MODIFICA-
TION OF $100,000 LIMITATION,

(a) GENERAL RULE.—Subsection (b) of section 422A is amended by
inserting “and” at the end of paragraph (6) and by striking out
paragraphs (7) and (8) and inserting in lieu thereof the following
new paragraph:

“7) under the terms of the plan the aggregate foir market
value (determined at the time the option is granted) of the stock
with respect to which incentive stock options are exercisable for
the Ist time by such individual during any calendar year
(under all such plans of the individual’s employer corporation
and its parent and subsidiary corporations) shall not exceed
$100,000.”

(b) CONFORMING AMENDMENTS.—
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1) Subsection (c) of section 429A is amended—
@ (A) by strikingfout paragraphs (4) and (7), and
(B) by redesignating paragraphs (9), ©), &), (9), and (10)
as paragraphs W), (5), (6), (7), and 8), res_pectwely. '
(2) The last sentence of section 422A()(1) is amended by strik-
ing out “paragraph (8) of subsection (b) and ‘Paragraph ) of
this subsection”’ and inserting in lieu thereof “paragraph (7) of
subsection (b)". ) '
(c) EFFECTIVE(bDATE.—The amendments made by this section shall
apply to options granted after December 31, 1986.

Subtitle D—Straddles

SEC. 331. YEAR-END RULE EXPANDED.
(a) IN GENERAL.—Subparagraph (E) of section 1092(c)4) (defining
straddle) is amended— '
(1) by inserting “or the stock is disposed of at a loss” in
clause (i) after “closed”,
(2) by striking out “is” in clause (ii) and inserting in lieu
thereof “or gains on such options are”, and
(3) by inserting ‘“or option” after “stock” and ‘“or the disposi-
tion of such stock” after “options” in clause (iii).
(b) ErrecTIVE DATE.—The amendments made by this section shall
apply to positions established on or after January 1, 1 987.

TITLE IV—AGRICULTURE, ENERGY, AND
NATURAL RESOURCES

Subtitle A—Agriculture

SEC. 401. LIMITATION ON E.
EXPENDITURE‘?’S{JENSING OF SOIL AND WATER CONSERVATION
(a) GENERAL RULE.—Subsection (c) of section 175 (relating to soil
and water conservation expenditures) is amended by adding at the
end thereof the following new paragraph:
“ éDDITIONAL LIMITATIONS.—
(A) EXPENDITURES MUST BE CONSISTENT WITH SOIL CON-
SERVATION PLAN.—Notwithstanding any other provision of
this section, subsection (a) shall not apply to any expendi-
tures uLL{ess such expenditures are consistent with—

_“0) the plan (if any) approved by the Soil Conserva-
tion Service of the Department of Agriculture for the
area in which the land is located, or
soil(u) if there is no plan described in clause (i), any

e Cconservatzon plan of a comparable State agency.
e I.ZRTAI{V WETLAND, ETC., ACTIVITIES NOT QUALI
FIED. ¢ ubsection (a) shall not apply to any expenditures in
nection with the draining or filling of wetlands or land
) E Preparation for center pivot irrigation systems.”’
FFECTIVE DATE.—The amendment made by this section shall
apply to amounts pai ) s 986 in ta

able years ending afte? sol:c;ancilt;;fd after December 31, 1986, in tax-
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SEC. 402. REPEAL OF SPECIAL
CLEARING LAND, TREATMENT FOR EXPENDITURES FOR

(@) IN GENERAL.—Section 182 (relating to expenditures by farmers
for clearing land) is hereby repealed.

(b) TECHNICAL AMENDMENTS.—

(1) Paragraph (1) of section 263(a) (relating to capital expendi-
tures) is amended by striking out subparagraph (E) and by re-
designating subparagraphs (F), (G), and (H) as subparagraphs
(E), (F), and (G), respectively.

(2) Subparagraph (A) of section 1252(a)1) (relating to gain
from disposition of farm land) is amended by striking out “(re-
lating to expenditures by farmers for clearing land)” and insert-
ing in lieu thereof “(as in effect on the day before the date of
the enactment of the Tax Reform Act of 1986)”,

(3) The table of sections for part VI of subchapter B of chap-
ter 1 is amended by striking out the item relating to section 182.

(c) EFFECTIVE DATE.—The amendments made by this section shall
apply to amounts paid or incurred after December 31, 1985, in tax-
able years ending after such date.

SEC. 403. TREATMENT OF DISPOSITIONS OF CONVERTED WETLANDS OR
HIGHLY ERODIBLE CROPLANDS.

(@) GENERAL RULE.—Part IV of subchapter P of chapter 1 (relat-
ing to special rules for determining capital gains and losses) is
amended by adding at the end thereof the following new section:
“SEC. 1257. DISPOSITION OF CONVERTED WETLANDS OR HIGHLY ERODIBLE

CROPLANDS.

“la) GAIN TREATED AS ORDINARY INCOME.—Any gain on the dis-
position of converted wetland or highly erodible cropland shall be
treated as ordinary income. Such gain shall be recognized notwith-
standing any other provision of this subtitle, except that this section
shall not apply to the extent such gain is recognized as ordinary
income under any other provision of this part.

“(b) Loss TREATED AS LonG-TermM CapiTar Loss.—Any loss recog-
nized on the disposition of converted wetland or highly erodible
cropland shall be treated as a long-term capital loss.

“(c) DEFINTITIONS.—FOr purposes of this section—

“(1) ConvErRTED WETLAND.—The term ‘converted wetland’
means any converted wetland (as defined in section 1201(}) of
the Food Security Act of 1985 (16 U.S.C. 3801(4)) held—

“CA) by the person whose activities resulted in such land
being converted wetland, or

“(B) by any other person who at any time used such land
for farming purposes. )

“9) HicHLY ERODIBLE CROPLAND.—The term ‘highly erodible
cropland’ means any highly erodible cropland (as defined in
section 1201(6) of the Food Security Act of 1985 (16 U.S.C.
3801(6), if at any time the taxpayer used such land for farming
purposes (other than the grazing of animals). '

““3) TREATMENT OF SUCCESSORS.—If any land is converted
wetland or highly erodible cropland in the hands of any person,
such land shall be treated as converted wetland or highly erodi-
ble cropland in the hands of any other person whose adjusted
basis in such land is determined (in whole or in part) by refer-
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ence to the adjusted basis of such land in the hands of such

“(cli))e rgﬁgcml, RuLes.—Under regulations prescribed by the Secre-
tary, rules similar to the rules applicable under section 1245 shall
apply for purposes of subsection (a). For purposes of sections 170(e),
341e)12), and 751(c), amounts treated as ordinary income under
subsection (a) shall be treated in the same manner as amounts treal-
ed as ordinary income under section 1245.” _

() CLericAL AMENDMENT.—The table of sections for part IV of
subchapter P of chapter 1 is amended by adding at the end thereof
the following new item:

“Sec. 1257. Disp?sit(iic;nnof converted wetlands or highly erodible crop-
anas.

(c) EFrecTIvE DATE.—The amendments made by this section shall
apply to dispositions of converted wetland or highly erodible crop-
land (as defined in section 1257(c) of the Internal Revenue Code of
1986 as added by this section) first used for farming after March I,
1986, in taxable years ending after that date.

SEC. 404, LIMITATION ON CERTAIN PREPAID FARMING EXPENSES.

(a) GENERAL RULE.—Section 464 (relating to limitations on deduc-
tions in case of farming syndicates) is amended by adding at the
end thereof the following new subsection:

“f) SussectIoNs (a) AND (b) To APPLY TO CERTAIN PERSONS PRE-
PAYING 50 PERCENT OR MORE OF CERTAIN FARMING EXPENSES.—

“1) IN GENERAL.—In the case of a taxpayer to whom this sub-
section applies, subsections (a) and (b) shall apply to the excess
prepaid farm supplies of such taxpayer in the same manner as
if §‘uch taxpayer were a farming syndicate.

. (2) TAXPAYER TO WHOM SUBSECTION APPLIES.—This subsec-
eron applies to any taxpayer for any taxable year if such taxpay-
::(A) does not use an accrual method of accounting,

year(-sz nléas excess prepaid farm supplies for the taxable

3 (0 is not a qualified farm-related taxpayer.
(3) QUALIFIED FARM-RELATED TAXPA YER.—

“(A) In GENERAL—For purposes of this subsection, the

term ‘qualified farm-related tax ! -re-
lated taxpayer if— payer” means any farmre

“GXD the aggregate prepaid farm supplies for the 8

taxable years preceding the ¢
50 percent of, g axable year are less than

"D the aggregate deductible farming expenses (other

thggé)rfﬁgiﬁz J}:arm sugplies) for such 3 taxable years, or
payer nas excess prepaid farm supplies
for the taxable year by reason of any chf(‘znge inpgu-?i'

ness operation di attributa xtraordina
(circ : clgg. trectly attributable to extraordi ry
“(B) FARM-RELATED TAXP. — f ]
AYER.—For purposes of this
baragraph, t y
efr ph, the term farm-related laxpayer’ means any tax-

“G) whose princi 3 ithi ;
section 1034)171_8 Z’ilgaf{a;i’ifdence (within the meaning of
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“(z:z:)' who has a principal occupation of farming, or
“Git) who is a member of the family (within the
meaning of subsection (c)2XE)) of a taxpayer described
in clause (i) or (ii).
“4) DEFINITIONS.—For purposes of this subsection—

“(A) ExcESS PREPAID FARM SUPPLIES.—The term ‘excess
prepaid farm supplies’ means the prepaid farm supplies for
the taxable year to the extent the amount of such supplies
exceeds 50 percent of the deductible farming expenses for
the taxable year (other than prepaid farm supplies).

“(B) PrePAID FARM SUPPLIES.—The term ‘prepaid farm
supplies’ means any amounts which are described in sub-
section (a) or (b) and would be allowable for a subsequent
taxable year under the rules of subsections (a) and (b).

“CC) DEDUCTIBLE FARMING EXPENSES.—The term ‘deducti-
ble farming expenses’ means any amount allowable as a de-
duction under this chapter (including any amount allow-
able as a deduction for depreciation or amortization) which
is properly allocable to the trade or business of farming.”

(b) CONFORMING AMENDMENTS. —

(1) The heading for section 464 is amended by striking out
“IN CASE OF FARMING SYNDICATES” and inserting in lieu there-
of “FOR CERTAIN FARMING".

(2) The table of sections for subpart C of part II of subchapter
E of chapter 1 is amended by striking out “in case of farming
syndicates” in the item relating to section 46} and inserting in
lieu thereof ‘‘for certain farming expenses”.

(c) EFFecTIVE DATE.—The amendments made by this section shall
apply to amounts paid or incurred after March 1, 1986, in taxable
years beginning after such date.

SEC. 405. TAX TREATMENT OF DISCHARGE OF CERTAIN INDEBTEDNESS OF

SOLVENT FARMERS.

(a) IN GENERAL.—Section 108 (relating to income from discharge
of indebtedness) is amended by adding at the end thereof the follow-
ing new subsection:

“lg) SpecIAL RULES FOR DISCHARGE OF QUALIFIED FARM INDEBT-
EDNESS OF SOLVENT FARMERS.—

“C1) In GENERAL.—For purposes of this section and section
1017, the discharge by a qualified person of qualified farm in-
debtedness of a taxpayer who is not insolvent at the time of the
discharge shall be treated in the same manner as if the dis-
charge had occurred when the taxpayer was insolvent. '

“9) QUALIFIED FARM INDEBTEDNESS.—For purposes of this
subsection, indebtedness of a taxpayer shall be treated as quali-
fied farm indebtedness if—

“CA) such indebtedness was incurred directly in connec-
tion with the operation by the taxpayer of the trade or busi-
ness of farming, and

“(B) 50 percent or more of the average annual gross re-
ceipts of the taxpayer for the 3 taxable years preceding the
taxable year in which the discharge of such indebtedness
occurs is attributable to the trade or business of farming.
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—For purposes of this subsection, the

19
UALIFIED PERSON. . . ‘
e ans a person described in section

term ‘qualified person’ me

8)(D)Gv).” _ . ‘
(b)4§(fl).5{1;(A)].€§)éSTMENT.——Section 1017(b) (relating to basis adjust-

ment) is amended by adding at the end thereof the following new
paragn{z‘g)l. ORDERING RULE IN THE CASE OF QUALIFIED FARM INDEBT-
EDNESS.—Any amount which is excluded from gross income
under section 108(a) by reason of the discharge of qualified
farm indebtedness (within the meaning of section 108(8)(2)) and
which under subsection (b) of section 108 is to be applied to
reduce basis shall be applied— ) . _ .
“CA) first to reduce the tax attributes described in section
108(b)(2) (other than subparagraph (D) thereof),
“B) then to reduce basis of property other than property
described in subparagraph (C), and
“C) then to reduce the basis of land used or held for use
in the trade or business of farming.”

(¢) ErFEcTIVE DATE.—The amendments made by this section shall
apply to discharges of indebtedness occurring after April 9, 1986, in
taxable years ending after such date.

SEC. 406. RETENTION OF CAPITAL GAINS TREATMENT FOR SALES OF DAIRY
CATTLE UNDER MILK PRODUCTION TERMINATION PROGRAM.

The amendments made by subtitles A and B of title III shall not
apply to any gain from the sale of dairy cattle under a valid con-
tract with the United States Department of Agriculture under the
milk production termination program to the extent such gain is
properly taken into account under the taxpayer’s method of account-
ing after January 1, 1987, and before September 1, 1987.

Subtitle B—Treatment of 0il, Gas, Geothermal,
and Hard Minerals

SEC. 411. TREATMENT OF INTANGIBLE DRILLING COSTS AND MINERAL EX-
PLORATION AND DEVELOPMENT COSTS.

(@) IgjzAITMENT UnpEr Section 291.—

NCREASE IN PERCENTAGE DISALLOWANCE.—Paragraph (1)
of section 29](6) (relating to special rules for treatment of intan-
gible qlrzllzng costs and_mineral exploration and development
costs) is amended by striking out “20 percent” and inserting in
lieu thereof “30 percent”.

(2) TREATMENT OF DISALLOWED AMOUNT.—Subsection ® of
.;g)ct(zzoride(,z)] azsda{nendgd by striking out paragraphs (%), (3), (4),
g‘r&phs: na inserting in lieu thereof the following new para-

“(%) AMorTIZATION OF AMOUNTS NOT

ALLOWABLE AS DEDUC-

QI(ZlNStI.]NDER PARAGRAPH (1).—The amount not allowable as ¢
be) uction under section 263(c), 616(a), or 617(a) (as the case may
; (fwéob? any taxable year by reason of paragraph (1) shall be al-
low e.t(}zls a deductlon. ratably over the 60-month period begin-
8 with the month in which the costs are paid or incurred.
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) Dispositions.—For purposes of section 1254, any deduc-
tion under paragraph (2) shall be treated as a deduction allow-
ab{etlsnder section 263(c), 616(a), or 617(a) (whichever is appro-
priate).

“(4) INTEGRATED OIL COMPANY DEFINED.—For purposes of this
subsection, the term ‘integrated oil company’ means, with re-
spect to any taxable year, any producer (within the meaning of
section 4996(a)(1)) of crude oil other than an independent pro-
ducer (within the meaning of section 4992(b)).

“(5) COORDINATION WITH cOST DEPLETION.—The portion of the
adjusted basis of any property which is attributable to amounts
to which paragraph (1) applied shall not be taken into account
for purposes of determining depletion under section 611.”

(b) TReaTMENT OF Co0sTS INCURRED QOuUTrsIDE THE UNITED
STATES.—

(1) INTANGIBLE DRILLING AND DEVELOPMENT COSTS.—

(A) IN GENERAL.—Section 263 (relating to capital expendi-
tures) is amended by adding at the end thereof the follow-
ing new subsection:

“(i) SPECIAL RULES FOR INTANGIBLE DRILLING AND DEVELOPMENT
Costs INcurrED OUTSIDE THE UNITED STATES.—In the case of in-
tangible drilling and development costs paid or incurred with re-
.gnect to an oil, gas, or geothermal well located outside the United

tates—

“(1) subsection (c) shall not apply, and

“(2) such costs shall—

“CA) at the election of the taxpayer, be included in
adjusted basis for purposes of computing the amount of
any deduction allowable under section 611 (determined
without regard to section 613), or

“B) if subparagraph (A) does not apply, be allowed
as a deduction ratably over the 10-taxable year period
beginning with the taxable year in which such costs
were paid or incurred.

This subsection shall not apply to costs paid or incurred with re-
spect to a nonproductive well.”

(B) CONFORMING AMENDMENT.—Section 263(c) is amended
by inserting “and except as provided in subsection (i),” after
“subsection (a),”

(2) DEVELOPMENT AND MINING EXPLORATION COSTS.—

(A) IN GENERAL.—Section 616 (relating to development ex-
penditures) is amended by redesignating subsection (d) as
subsection (e), and inserting after subsection (c) the follow-
ing new subsection:

“d) SpecIAL Rures ror ForeiGN DEVELOPMENT.—In the case of
any expenditures paid or incurred with respect to the development
of a mine or other natural deposit (other than an oil, gas, or geo-
thermal well) located outside of the United States—

“1) subsections (a) and (b) shall not apply, and

“(2) such expenditures shall— '

“CA) at the election of the taxpayer, be included in ad-
Jjusted basis for purposes of computing the amount of any
deduction allowable under section 611 (without regard to
section 613), or
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“B) if subparagraph (A) does not apply, be allowed as a
deduction ratably over the 10-taxable year period begznnmg
with the taxable year in which such expenditures were paid
or incurred.”

(B) CERTAIN MINING EXPLORATION EXPENDITURES OUTSIDE
THE UNITED STATES.—Section 617(h) (relating to limitation)
is amended to read as follows:

“h) SpeciaL RurLes FOrR FOREIGN EXPLORATION.—In the case of
any expenditures paid or incurred before the development stage for
the purpose of ascertaining the existence, location, extent, or quality
of any deposit of ore or other mineral (other than an oil, gas, or geo-
thermal well) located outside the United States—

“(1) subsection (a) shall not apply, and

“(2) such expenditures shall—

“CA) at the election of the taxpayer, be included in ad-
Justed basis for purposes of computing the amount of any
deduction allowable under section 611 (without regard to
section 613), or :

“(B) if subparagraph (A) does not apply, be allowed as a
deduction ratably over the 10-taxable year period beginning
with the taxable year in which such expenditures were paid
or incurred.”

(C) CONFORMING AMENDMENTS.—

(i) Subsection (a) of section 616 is amended by strik-
ing out “subsection (b)” and inserting in lieu thereof
“subsections (b) and (d)”’.

(i1) Subparagraph (B) of section 291(b)1) is amended
by striking out “617” and inserting in lieu thereof
“617(a)”.

(iit) Paragraph (10) of section 381(c) is amended by
striking out the last sentence thereof.
ed(z_v) Subparagraph (C) of section 243(b)(3) is amend-

@ by adding “and” at the end of cla ),
?g)I)bg stridleipg out clause (ii), an}c‘i‘c use (i)

(¢c) EFFECTIVE DATE.— y redesignating clause (iti) as clause (ii)

(1) In GENERAL.‘—ThQ amendments made by this section shall
apply to costs paid or incurred after December 31, 1986, in tax-
able years ending after such date. ’ ’
shizgl)l TTZIZ?Z:TZSIT;ON RULE.—The amendments made by this section

pply with r espect to intangible drilling and develop-

SE((C,’;)HIZ). MODIFICATION OF PERCENTAGE DEPLETION RULES.
ERCEN .
G TAGE DEpPLETION NoT ALLowep For Lrase BONUSES,
1 .
; n(z l)t algO’(iSENERAL.—Subs'ectwn (d) of section 613A (relating to
o tation thon application of subsection (c) is amended by
g al the end thereof the following new baragraph:
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“(5) PERCENTAGE DEPLETION NOT ALLOWED FOR LEASE BO-
NUSES, ETC.—In the case of any oil or gas property to which sub-
section (c) applies, for purposes of section 613, the term ‘gross
income from the property’ shall not include any lease bonus, ad-
vance royalty, or other amount payable without regard to pro-
duction from property.”

(%) GEOTHERMAL DEPOSITS.—Section 613(e) is amended by
adding at the end thereof the following new paragraph:

“(4) PERCENTAGE DEPLETION NOT TO INCLUDE LEASE BONUSES,
Erc.—In the case of any geothermal deposit, the term ‘gross
income from the property’ shall, for purposes of this section, not
include any amount described in section 613A(d)(5).”’

(3) EFFECTIVE DATE.—The amendment made by this subsec-
tion shall apply to amounts received or accrued after August 16,
1986, in taxable years ending after such date.

(b) TREATMENT UNDER SECTION 291 OF COAL AND IRON ORE.—

(1) IN GENERAL.—Paragraph (2) of section 291(a) (relating to
reductions in percentage depletion) is amended by striking out
“15 percent” and inserting in lieu thereof “20 percent”.

(9) EFFECTIVE DATE.—The amendment made by paragraph (1)
shall apply to taxable years beginning after December 31, 1986.

SEC. 413. GAIN FROM DISPOSITION OF INTERESTS IN OIL, GAS, GEOTHER-
MAL, OR OTHER MINERAL PROPERTIES.
(a) GENERAL RULE.—Section 1254 is amended to read as follows:
“SEC. 1254. GAIN FROM DISPOSITION OF INTEREST IN OIL, GAS, GEOTHER-
MAL, OR OTHER MINERAL PROPERTIES.
“(a) GENERAL RULE.—
‘1) OrDINARY INCOME.—If any section 1254 property is dis-
posed of, the lesser of—
“(A) the aggregate amount of—
“ti) expenditures which have been deducted by the
taxpayer or any person under section 263, 616, or 617
with respect to such property and which, but for such
deduction, would have been included in the adjusted
basis of such property, and
“Gi) the deductions for depletion under section 611
which reduced the adjusted basis of such property, or
“(B) the excess of—
“G) in the case of— )
“0 a sale, exchange, or involuntary conversion,
the amount realized, or
“ID in the case of any other disposition, the fair
market value of such property, over
“ii) the adjusted basis of such property, _
shall be treated as gain which is ordinary income. Such gain
shall be recognized notwithstanding any other provision of this
subtitle.

“9) DISPOSITION OF PORTION OF PROPERTY.—For purposes of
paragraph (1)— . .

“CA) In the case of the disposition of a portion of section
1254 property (other than an undivided interest), the entire
amount of the aggregate expenditures or deductions de-
scribed in paragraph (1)(A) with respect to such property
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| be treated as allocable to such portion to the extent of
jZZ lamount of the gain to ughich_ paragmph (1) applies.

“B) In the case of the disposition of an undivided inter-
est in a section 125} property (or a portion thereof), a pro-
portionate part of the expenditures or deductions described
in paragraph (I(A) with respect to such property shall be
treated as allocable to such undivided interest to the extent
of the amount of the gain to which paragraph (1) applies.

This paragraph shall not apply to any equndttures to the
extent the taxpayer establishes to the satisfaction of the Secre-
tary that such expenditures do not relate to the portion (or in-
terest therein) disposed of. L

“9) Section 1254 PROPERTY.—The term ‘section 1254 proper-
ty’ means any property (within the meaning of section 614) if—

“YA) any expenditures described in paragraph (1)A) are
properly chargeable to such property, or _ '

“B) the adjusted basis of such property includes adjust-
ments for deductions for depletion under section 611.

“b) SpeciaL Rures Unper REeGuraTIONS.—Under regulations
prescribed by the Secretary—

“1) rules similar to the rule of subsection (g) of section 617
and to the rules of subsections (b) and (c) of section 1245 shall
be applied for purposes of this section; and

“(9) in the case of the sale or exchange of stock in an S corpo-
ration, rules similar to the rules of section 751 shall be applied
to that portion of the excess of the amount realized over the ad-
Justed basis of the stock which is attributable to expenditures
referred to in subsection (a)1)XA) of this section.”

(b) Coorpination WitH SECTION 617(d).—Subsection (d) of section
617 is amended by adding at the end thereof the following new
paragraph:

“(5) CoORDINATION WITH SECTION 1254.—This subsection shall
not apply to any disposition to which section 125} applies.”

(c) EFFECTIVE DATES.—

(1) IN GENERAL.—The amendments made by this section shall
apply to any disposition of property which is placed in service
by the taxpayer after December 31, 1986.

(2) EXCEPTION FOR BINDING CONTRACTS.—The amendments
made by this section shall not apply to any disposition of prop-
erty placed in service after December 31, 1986, if such property
was acquired pursuant to a written contract which was entered

into before September 26, 1985, and which was binding at all
times thereafter.

Subtitle C—Other Provisions

SEC. 421. EXTENSION OF ENERGY INVEST,
MENT CREDIT FOR SOLAR, GEO-
@ In G THERMAL, OCEAN THERMAL, AND BIOMASS PROPERT Y.R!
@/ IN GENERAL.—The table contained in subparagraph (A) of sec-

tion 46(b)(2) (relating to energy percentage) is amended by adding at

the end thereof the following new items:
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“(viii) SOLAR ENERGY PROPERTY.—Property A. 15 percent  Jan. 1, 1986 Dec. 31, 1986.
de_scribed in section 48((}) (other than  B. 12 percent Jan. 1, 1987 Dec. 31, 1987.
wind energy property). C. 10 percent  Jan. 1, 1988 Dec. 31, 1988.

“(ix) GEOTHERMAL PROPERTY.—Property de-  A. 15 percent Jan. 1, 1986 Dec. 31, 1986.
scribed in section 48(I(3NANviii). B. 10 percent  Jan. 1, 1987  Dec. 81, 1988.

“(x) OCEAN THERMAL PROPERTY.—Property 15 percent  Jan. 1, 1986 Dec. 31, 1988.

described in section 48((SNANix).

“(xi) Bromass PROPERTY.—Property de- A.15percent Jan. 1, 1986 Dec. 31, 1986.
seribed in section 48(1)(15). B. 10 percent  Jan. 1, 1987 Dec. 31, 1987.”

(b) TREATMENT OF CERTAIN TRANSITIONAL RULE PROPERTY.—
Paragraph (2) of section 46(b) is amended by adding at the end
thereof the following new subparagraph:

“(E) CERTAIN RULES MADE APPLICABLE.—Rules similar to
the rules of subsections (c) and (d) of section 49 shall apply
to any credit allowable by reason of subparagraph (C) or

(¢c) EFFECTIVE DATE.—The amendments made by this section shall
apply to periods beginning after December 31, 1985, under rules
similar to rules under section 48(m) of the Internal Revenue Code of
1986.

SEC. 422. PROVISIONS RELATING TO EXCISE TAX ON FUELS.

(a) REpUCTION IN ExciSE TAx EXEMPTION FOR QUALIFIED METHA-
NOL AND EtHANOL FUELS.—

(1) IN geNErAL.—Subparagraph (A) of section 4041(b)(2) (re-
lating to exemption for qualified ethanol and methanol fuels) is
amended to read as follows:

“lA) IN GENERAL.—In the case of any qualified methanol
or ethanol fuel, subsection (a)(2) shall be applied by substi-
tuting ‘3 cents’ for ‘9 cents’.”.

(2) CoNFORMING AMENDMENT.—The heading for section
4041(b) is amended by striking out “Exemption’’ the second
place it appears and inserting in lieu thereof “Reduction in
Tax”,

(3) EFFECTIVE DATE.—The amendments made by this subsec-
tion shall take effect on January 1, 1987.

(b) ExTENSION OF REpUCTION IN Tax FOorR FUEL USED By TAXI-
cABS.—Paragraph (3) of section 6427(e) (relating to terminat;on). s
amended by striking out “September 30, 1985” and inserting in lieu
thereof “September 30, 1988”.

SEC. 423. ETHYL ALCOHOL AND MIXTURES THEREOF FOR FUEL USE.
(a) In GeNErAL.—Except as provided in subsection (b), no ethyl al-
cohol or a mixture thereof may be considered— '
(1) for purposes of general headnote 3(a) of the Tariff Sched-
ules of the United States, to be— '
(A) the growth or product of an insular possession of the
United States, _
(B) manufactured or produced in an insular possession
from materials which are the growth, product, or manufac-
ture of any such possession, or
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(C) otherwise eligible for exemption from duty under such
headnote as the growth or product of an insular possession;

or . .

(2) for purposes of section 213 of the Caribbean Basin Eco-
nomic Recovery Act, to be—

(A) an article that is wholly the growth, product, or man-
ufacture of a beneficiary country, ) N,
(B) a new or different article of commerce which has been
grown, produced, or manufactured in a beneficiary country,
(C) a material produced in a beneficiary country, or
(D) otherwise eligible for duty-free treatment under.s_uch
Act as the growth, product, or manufacture of a beneficiary
country;
unless the ethﬁ aleohol or mixture thereof is an indigenous product
of that insular possession or beneficiary country.
(b) EXCEPTION.—

(1) Subject to the limitation in paragraph (2), subsection (a)
shall not apply to ethyl alcohol that is imported into the
United States during calendar years 1987 and 1988 and pro-
duced in—

(A) an azeotropic distillation facility located in an insu-
lar possession of the United States or a beneficiary country,
(i]f that fajcil}%ﬁwas established before, and in operation on,

anuary 1, , or

(B) an azeotropic distillation facility—

(i) at least 50 percent of the total value of the equip-
ment and components of which were—
(I) produced in the United States, and
(ID owned by a corporation at least 50 percent of
the total value of the outstanding shares of stock
of which were owned by a United States person (or
persons) on or before January 1, 1986, and
(1) substantially all of the equipment and compo-
nents of which were, on or before January 1, 1986—
(D located in the United States under the posses-
ston or control of such corporation,
(D) ready for shipment to, and installation in, a
beneficiary country, and
(iii) (w[)hiifh—
as on the date of enactm. 1
(D will have at the Itcime suclfnftag[l‘ii;}yu‘z?sé%cgg
in service (based on estimates made before the date
of enactment of this Act),
a stated capacity to produce not more than 42,000,000
@ gallon‘s; of such pé'o(ciluct Dper year. T
e exception provided under
aP’IZZDZ’ during each (5 calendar year.gJ %%8;3% (11.;&{1 %leiz(_lysleatg
Zg) 00 produced in a facility described in subparagraph (A) or
s L{; Pgrquafh (1) after 20,000,000 gallons of ethyl alcohol
gluringeth;?y eta ;zt facility are entered into the United States
(¢c) DEFINITIONS. —For purposes of this section—

(1) The term “ethyl alcohol ; 7

(except for Yt alconot or a mixture thereof” means
D purposes of subsection (e) ethyl alcohol or any mix-
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ture thereof described in item 901.50 of the Appendix to the
Tariff Schedules of the United States.

(2) Ethyl alcohol or a mixture thereof may be treated as being
an indigenous product of an insular possession or beneficiary
country only if the ethyl alcohol or a mixture thereof—

(A) has been both dehydrated and produced by a process
of full-scale fermentation within that insular possession or
beneficiary country; or

(B) has been dehydrated within that insular possession or
beneficiary country from hydrous ethyl alcohol that in-
cludes hydrous ethyl alcohol which is wholly the product
or manufacture of any insular possession or beneficiary
country and which has a value not less than—

(i) 80 percent of the value of the ethyl alcohol or mix-
ture, if entered during calendar year 1987, except that
this clause shall not apply to any ethyl alcohol or mix-
ture which has been dehydrated in the United States
Virgin Islands by a facility with respect to which—

(D) the owner has entered into a binding contract
for the engineering and design of full-scale fermen-
tation capacity, and

(D) authorization for operation of a full-scale
fermentation facility has been granted by the
Island authorities before May 1, 1986,

(it) 60 percent of the value of the ethyl alcohol or
mixture, if entered during calendar year 1988, and

(iit) 75 percent of the value of the ethyl alcohol or
mixture, if entered after December 31, 1988.

(3) The term “beneficiary country” has the meaning given to
such term under section 212 of the Caribbean Basin Economic
Recovery Act (19 U.S.C. 2702). )

(4) The term “United States person” has the meaning given to
such term by section 7701(a)(3) of the Internal Revenue Code of
1986.

(5) The term ‘“entered” means entered, or withdrawn from
warehouse, for consumption in the customs territory of the
United States. . .

(d) AMENDMENT TO APPENDIX TO SCHEDULES.—The item designa-
tion for item 901.50 of the Appendix to the Tariff Schedules of the
United States is amended to read as follows: “Ethyl alcohol (provid-
ed for in item 427.88, part 2D, schedule 4) or any mixture contain-
ing such ethyl alcohol (provided for in part 1, 2 or 10, schedule 4) if
such ethyl alcohol or mixture is to be used as fuel or in producing a
mixture of gasoline and alcohol, a mixture of a special fuel and al-
cohol, or any other mixture to be used as fuel (including motor fuel
provided for in item 475.25), or is suitable for any such uses.

(e) DRAWBACKS.— ) .

(1) For purposes of subsections (b) and (j)(2) of section 313 of
the Tariff Act of 1930 (19 U.S.C. 1313), as amended by section
1888(9) of this Act, any ethyl alcohol (provided for in item
427.88 of the Tariff Schedules of the United States) or mixture
containing such ethyl alcohol (provided for in part 1, 2, or 10 of
schedule  of such Schedules) which is subject to the additional
duty imposed by item 901.50 of the Appendix to such Schedules
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be treated as being fungible with, or of being of the same

le%l and quality as, any other imported ethyl alcohol (provided

for in item 427.88 of such Schedules) or mixture containing

such ethyl alcohol (prouided for in part 1, 2, or 10 of schedule /
of such Schedules) only if such other imported ethyl alcohol or
mixture thereof is also subject to such additional duty.

(2) Paragraph (1) shall not apply with respect to ethyl alcohol
(provided for in item 427.88 of the Tariff Schedules of the
United States) or mixture containing such ethly alcohol (provid-
ed for in part 1, 9, or 10 of schedule 4 of such Schedules) that is
exempt from the additional duty imposed by item 901.50 of the
Appendix to such Schedules by reason of—

(A) subsection (b), or )
(B) any agreement entered into under section 102 (b) of
the Trade Act of 1974.
() CONFORMING AMENDMENTS.—

(1) General headnote 3(a)i) of the Tariff Schedules of the
United States is amended by inserting “and except as provided
in section 433 of the Tax Reform Act of 1986,” after “part 7 of
schedule 7,".

(2) Section 213(a)(1) of the Caribbean Basin Economic Recov-
ery Act (19 US.C. 3703(a)(1)) is amended by inserting “and sub-
Ject to section 423 of the Tax Reform Act of 1986,” after “Unless
otherwise excluded from eligibility by this title,”.

(3) The headnotes to subpart A of part 1 of the Appendix to
the Tariff Schedules of the United States are amended by

B adding at the end thereof the following:

2. For purposes of item 901.50, the phrase ‘is suitable for any
such uses’ does not include ethyl alcohol (provided for in item
427.88, part 2D, schedule }) that is certified by the importer of
record to the satisfaction of the Commissioner of Customs (herein-
after in this headnote referred to as the ‘Commissioner’) to be ethyl
alcohol or a mixture containing such ethyl alcohol imported for
uses other than liquid motor fuel use or use in producing liquid
motor fuel related mixtures. If the importer of record certifies nonli-
quid motor fuel use for purposes of establishing actual use or suil-
ability under item 901.50, the Commissioner shall not liquidate the
entry of ethyl alcohol until he is satisfied that the ethyl alcohol has
in fact not been used for liquid motor fuel use or use in producing
liquid motor fuel related mixtures. If he is not satisfied within a
reasonable period of time not less than 18 months from the date of
entry, then the duties provided for in item 901 50 shall be payable
retroactive to the date of entry. Such duties shall also beco%ey ay-
(tloblff Zeiri‘oactwe to the date of entry, immediately upon the diver{s)io);z

quia motor fuel use of any ethyl alcohol or ethyl alcohol mix-

ture certified 3 . Lqul
fure c fue]lc use.z’%pon entry as having been tmported for non-liquid

(& EFFECTIVE PERIOD.—

(1) The provisions of, and the am. '
. i endments made by, th -
tion (otjlzer than subsection (e)) shall apply to ar%figlesyent;iefi‘i
?Bj c[zjf?zr De<}:fmber 31, 1986, and
ejore the expiration of th 1 2 '
P ! e effective period of item
L0, g];aigf Appendix to the Tariff Schedules of the
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(%) The provisions of subsection (e) shall take effect on the
date of the enactment of this Act.

TITLE V—TAX SHELTER LIMITATIONS;
INTEREST LIMITATIONS

Subtitle A—Limitations On Tax Shelters
SEC. 501. LIMTIIZESTIONS ON LOSSES AND CREDITS FROM PASSIVE ACTIVI-

(a) GENERAL RULE.—Subpart C of part II of subchapter E of chap-
ter 1 (relating to taxable year for which deductions taken) is amend-
ed by adding at the end thereof the following new section:

“SEC. 469. PASSIVE ACTIVITY LOSSES AND CREDITS LIMITED.

“(a) DISALLOWANCE.—

“(1) In GENERAL.—If for any taxable year the taxpayer is de-
scribed in paragraph (2), neither—

“(A) the passive activity loss, nor

“(B) the passive activity credit,

for the taxable year shall be allowed.
“(2) PErsoNs DESCRIBED.—The following are described in this
paragraph.

“lA) any individual, estate, or trust,

“B) any closely held C corporation, and

“lC) any personal service corporation.

“(b) DrsarLowep Loss or CREDIT CARRIED TO NExT YEAR.—
Except as otherwise provided in this section, any loss or credit from
an activity which is disallowed under subsection (a) shall be treated
as a deduction or credit allocable to such activity in the next tax-
able year.

“(c) Passive Activity DEFINED.—For purposes of this section—

“(1) In GeENERAL.—The term ‘passive activity’ means any ac-
tivity—

“(A) which involves the conduct of any trade or business,
and

“(B) in which the taxpayer does not materially partici-

ate.
“(5 PASSIVE ACTIVITY INCLUDES ANY RENTAL ACTIVITY.—The
term ‘passive activity’ includes any rental activity.
“(3) WORKING INTERESTS IN OIL AND GAS PROPERTY.—

“CA) IN GeENERAL.—The term ‘passive activity’ shall not
include any working interest in any oil or gas property
which the taxpayer holds directly or through an entity
which does not limit the liability of the taxpayer with re-
spect to such interest.

“(B) INCOME IN SUBSEQUENT YEARS.—If any taxpayer has
any loss for any taxable year from a working interest in
any oil or gas property which is treated as a loss which is
not from a passive activity, then any net income from such
property (or any property the basis of which is determined
in whole or in part by reference to the basis of such proper-
ty) for any succeeding taxable year shall be treated as
income of the taxpayer which is not from a passive activity.
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“ ATERIAL PARTICIPATION NOT REQUIRED FOR PARA-
Gm(ﬁisﬂ/{g) AND (3).—Paragraphs (2) and (3) shall be applied
without regard to whether or not the taxpayer materially par-
ticipates in the activity.

%) TRADE OR BUSINESS INCLUDES RESEARCH AND EXPERIMEN-
raTION AcTrviTY.—For purposes of paragraph (1IXA), the term
‘trade or business’ includes any activity involving research or
experimentation (within the meaning of section 174).

“(6) ACTIVITY IN CONNECTION WITH TRADE OR BUSINESS OR
PRODUCTION OF INCOME.—To the extent provided in regylatz?r;S,
for purposes of paragraph (1XA), the term ‘trade or business’ in-
cludes— ) . .

“CA) any activity in connection with a trade or business,
or
“B) any activity with respect to which expenses are al-
lowable as a deduction under section 212.
“(d) Passive Acrrvity Loss AND CrReEDIT DEFINED.—For purposes
of this section— ) o

“(1) Passive activity LosS.—The term ‘passive activity loss’
means the amount (if any) by which—

“(A) the aggregate losses from all passive activities for
the taxable year, exceed

“(B) the aggregate income from all passive activities for
such year.

“(2) Passive Acrtivity cREDIT.—The term ‘passive activity
credit’ means the amount (if any) by which—

“(A) the sum of the credits from all passive activities al-
lowable for the taxable year under—
“(i) subpart D of part IV of subchapter A, or
IV“(u) sucli)é)art B (other than section 27(a)) of such part
, excee
“(B) the regular tax liability of the taxpayer for the tax-
. able year allocable to all passive activities.
(e) SPECIAL RULES FOR DETERMINING INCOME OR Loss FroM A
PASSIVE Acrrviry.—For purposes of this section—
(1) CERTAIN INCOME NOT TREATED AS INCOME FROM PASSIVE
?yCTIVITY.—In determining the income or loss from any activi-
coug) IN GENERAL—There shall not be taken into ac-
“G) any—
.. gross income from interest, dividends, annu-
Lies, or royalties not derived in the ordinary course
of a trade or business,
D expenses (other than interest) which are
erll?grly and directly allocable to such gross income,

“(ID interest expense properly allocable to such
8ross income, and

“G1) gain or loss attri L,
property— attributable to the disposition of
D producing incom . .
clause (i), or & e of a type described in
D held for investment.
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For purposes of clause (ii), any interest in a passive activity
shall not be treated as property held for investment.

“(B) RETURN ON WORKING cAPITAL.—For purposes of sub-
paragraph (A), any income, gain, or loss which is attributa-
ble to an investment of working capital shall be treated as
not dertved in the ordinary course of a trade or business.

“(2) PASSIVE LOSSES OF CERTAIN CLOSELY HELD CORPORATIONS
MAY OFFSET ACTIVE INCOME.—

“(A) IN GENERAL.—If a closely held C corporation (other
than a personal service corporation) has net active income
for any taxable year, the passive activity loss of such tax-
payer for such taxable year (determined without regard to
this paragraph)—

“G) shall be allowable as a deduction against net
active income, and
“(ii) shall not be taken into account under subsection
(a) to the extent so allowable as a deduction.
A similar rule shall apply in the case of any passive activi-
ty credit of the taxpayer. .

“‘B) NET ActivE INCOME.—For purposes of this para-
graph, the term ‘net active income’ means the taxable
income of the taxpayer for the taxable year determined
without regard to—

“(t) any income or loss from a passive activity, and
“Gii) any item of gross income, expense, gain, or loss
described in paragraph (1)(A).

“(3) COMPENSATION FOR PERSONAL SERVICES.—Earned income
(within the meaning of section 911(d)(2XA)) shall not be taken
into account in computing the income or loss from a passive ac-
tivity for any taxable year.

“(4) DIvIDENDS REDUCED BY DIVIDENDS RECEIVED DEDUC-
TION.—For purposes of paragraphs (1) and (2), income from divi-
dends shall be reduced by the amount of any dividends received
deduction under section 243, 244, or 245.

“@f) TREATMENT OF FORMER PASSIVE AcCTIVITIES.—For purposes of
this section—

“C1) INn GENERAL.—If an activity is a former passive activity
for any taxable year—

““A) any unused deduction allocable to such activity
under subsection (b) shall be offset against the income from
such activity for the taxable year,

“(B) any unused credit allocable to such activity under
subsection (b) shall be offset against the regular tax liabil-
ity (computed after the application of paragraph (1)) alloca-
ble to such activity for the taxable year, and

“(C) any such deduction or credit remaining after the ap-
plication of subparagraphs (A) and (B) shall continue to be
treated as arising from a passive activity.

“2) CHANGE IN STATUS OF CLOSELY HELD C CORPORATION OR
PERSONAL SERVICE CORPORATION.—If a taxpayer ceases for any
taxable year to be a closely held C corporation or personal serv-
ice corporation, this section shall continue to apply to losses
and credits to which this section applied for any preceding tax-
able year in the same manner as if such taxpayer continued to
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be a closely held C corporation or personal service corporation,
; is applicable. . .

w’}‘l(g’sl?g;MERpI;ASSIVE acrrvity.—The term ‘former passive ac-

tivity’ means any activity which, with respect to the taxpayer—

“A) is not a passive activity for the taxable year, but

“(B) was a passive activity for any prior taxable year.

“4@) DisposITIONS OF ENTIRE INTEREST IN PAssIVE AcTIvITY. —If
during the taxable year a taxpayer disposes of his entire interest in
any passive activity (or former passive activity), the following rules
shall apply:

“(1) FULLY TAXABLE TRANSACTION.— .

“tA) In GeNERAL—If all gain or loss realized on such
disposition is recognized, any loss from such activity which
has not previously been allowed as a deduction (and in the
case of a passive activity for the taxable year, any loss reql-
ized on such disposition) shall not be treated as a passive
activity loss and shall be allowable as a deduction against
income in the following order: '

“G) Income or gain from the passive activity for the
taxable year (including any gain recognized on the dis-
position).

“(ii) Net income or gain for the taxable year from all
passive activities.

“(iii) Any other income or gain.

“(B) SUBPARAGRAPH (A) NOT TO APPLY TO DISPOSITION IN-
VOLVING RELATED PARTY.—If the taxpayer and the person
acquiring the interest bear a relationship to each other de-
scribed in section 267(b) or section 707(b)1), then subpara-
graph (A) shall not apply to any loss of the taxpayer until
the taxable year in which such interest is acquired (in a
transaction described in subparagraph (A) by another
person who does not bear such a relationship to the taxpay-
er.

“C COORDINATION WITH SECTION 1211.—In the case of
any loss realized on the disposition of an interest in a pas-
swe activity, section 1211 shall be applied before subpara-

.. &raph (A) is applied.
(2) DISPOSITION BY DEATH.—If an interest in the activity is
transfe‘r"red by reason of the death of the taxpayer—
(A) paragraph (1) shall apply to such losses to the extent
such logs.eS are greater than the excess Gf any) of—
(i) the basis of such property in the hands of the
trar;s/)’er;ele, over

(1) the adjusted basis of such property immediatel

, before the death of the taxpfzyer, alr)zdp Y ¢

(B) any losses to the extent of the excess described in
subparagraph (A) shall not be allowed as a deduction for

.any taxable year.
wn {fz tfaf\g:;I;LLtAﬁgT SALE OF ENTIRE INTEREST.—In the case of
section 159 appliese ZZ ;1;1 ent;lre interest in an activity to which
) graph (1) shall apply to the portion of
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taxable year bears to the gross profit from such sale realized (or
to be realized) when payment is completed.
_“(h) MATERIAL PARTICIPATION DEFINED.—For purposes of this sec-
tion—

“1) IN GENERAL.—A taxpayer shall be treated as materially
participating in an activity only if the taxpayer is involved in
the operations of the activity on a basis which is—

“(A) regular,

“B) continuous, and

“C) substantial.

“(2) INTERESTS IN LIMITED PARTNERSHIPS.—Except as provid-
ed in regulations, no interest in a limited partnership as a lim-
ited partner shall be treated as an interest with respect to
which a taxpayer materially participates.

“(3) TREATMENT OF CERTAIN RETIRED INDIVIDUALS AND SUR-
VIVING SPOUSES.—A taxpayer shall be treated as materially par-
ticipating in any farming activity for a taxable year if para-
graph (4) or (5) of section 2032A(b) would cause the require-
ments of section 203ZAMBIIIC)ii) to be met with respect to real
property used in such activity if such taxpayer had died during
the taxable year.

“C4) CERTAIN CLOSELY HELD C CORPORATIONS AND PERSONAL
SERVICE CORPORATIONS.—A closely held C corporation or person-
al service corporation shall be treated as materially participat-
ing in an activity if—

“léA) 1 or more shareholders holding stock representing
more than 50 percent (by value) of the outstanding stock of
such corporation materially participate in such activity, or

“B) in the case of a closely held C corporation (other
than a personal service corporation), the requirements of
section 465(c)7)C) (without regard to clause (iv)) are met
with respect to such activity.

“(5) PARTICIPATION BY SPOUSE.—In determining whether a
taxpayer materially participates, the participation of the spouse
of the taxpayer shall be taken into account.

“(i) $25,000 OFFSET FOR RENTAL REAL ESTATE ACTIVITIES.—

“C1) IN GENERAL.—In the case of any natural person, subsec-
tion (a) shall not apply to that portion of the passive activity
loss or the deduction equivalent (within the meaning of subsec-
tion (j)(5) of the passive activity credit for any taxable year
which is attributable to all rental real estate activities with re-
spect to which such individual actively participated in the tax-
able year in which such portion of such loss or credit arose.

“9) Dorrar rLiMiTATION.—The aggregate amount to which
paragraph (1) applies for any taxable year shall not exceed
$25,000.

“(8) PHASE-OUT OF EXEMPTION.—

“A) IN GENERAL.—In the case of any taxpayer, the
$95,000 amount under paragraph (2) shall be reduced (but
not below zero) by 50 percent of the amount by which the
adjusted gross income of the taxpayer for the taxable year
exceeds $100,000.

““B) SPECIAL PHASE-OUT OF LOW-INCOME HOUSING AND RE-
HABILITATION CREDITS.—In the case of any portion of the
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passive activity credit for any taxable year which is attrib-
utable to any credit to which paragraph (6)B) applies, sub-
paragraph (A) shall be applied by substituting ‘$200,000’
for ‘$100,000".

“(C) ORDERING RULE TO REFLECT SEPARATE PHASE-OUTS.—
If subparagraph (B) applies for any taxable year, paragraph
(1) shall be applied—

“1) first to the passive activity loss,

‘(i) second to the portion of the passive activity
credit to which subparagraph (B) does not apply, and

“(iii) then to the portion of such credit to which sub-
paragraph (B) applies.

“tD) ADJUSTED GROSS INCOME.—For purposes of this
paragraph, adjusted gross income shall be determined with-
out regard to—

“(i) any amount includible in gross income under sec-
tion 86,
“ii) any amount allowable as a deduction under sec-
tion 219, and
“(iii) any passive activity loss.
“(4) SPECIAL RULE FOR ESTATES.—

“YA) IN GENERAL.—In the case of taxable years of an
estate ending less than 2 years after the date of the death
of the decedent, this subsection shall apply to all rental
real estate activities with respect to which such decedent
acszely participated before his death.

B) REDUCTION FOR SURVIVING SPOUSE’S EXEMPTION.—
For purposes of subparagraph (A), the $25,000 amount
under paragraph (2) shall be reduced by the amount of the
exemption under paragraph (1) (without regard to para-
graph (3)) allowable to the surviving spouse of the decedent

for the taxable year ending with or within the taxable year
of the estate.

“5) .Z}‘IARRIED INDIVIDUALS FILING SEPARATELY.—
- (4) In GENERAL.—Except as provided in subparagraph
(B), in the case of any married individual filing a separate
return,“thz‘f subsect:wn shall be applied by substituting—
) %’12,500 for $25,000° each place it appears,
(1) $30,000° for ‘$100,000° in’ paragraph (9(A), and
“B %ll) $100,000° for “$200,000° in paragraph (3)(B).
o AXPAYERS NOT LIVING APART.— This subsection
shall not apply to a taxpayer who—

(L9
() is a married individ 1

ual filin turn
for any taxable year, and filing a separate re

(1) does not live apart fr is ;
; om h 0
during such taxable yeqr. spouse at all times

(19
(6) AcTIvE PART
“A) Ty E{IC;‘PATION.f .
actively partic; L:“An_lndwzdual shall not be treated as
bar zczpatzn%_w;thfrespect to any interest in any
; te activity for an od i :
during such Y Y period if, at any time
the Spouac O}]ge;}zl%d,_such wnterest (including any interest of

individ ;
value) of all interests in ;uzzlfzcltsivgjf than 10 percent (by
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“(B) NOo PARTICIPATION REQUIREMENT FOR LOW-INCOME
HOUSING OR REHABILITATION CREDIT.—Paragraphs (1) and
(4)A) shall be applied without regard to the active partici-
pation requirement in the case of—

“G) any credit determined under section 42 for any
taxable year, or

‘1) any rehabilitation investment credit (within the
meaning of section 48(0).

“(C) INTEREST AS A LIMITED PARTNER.—No interest as a
limited partner in a limited partnership shall be treated as
an interest with respect to which the taxpayer actively par-
ticipates.

“(D) PARTICIPATION BY SPOUSE.—In determining whether
a taxpayer actively participates, the participation of the
spouse of the taxpayer shall be taken into account.

“G) OrHER DEFINITIONS AND SPECIAL RuLEs.—For purposes of
this section—

“(1) CLOSELY HELD ¢ CORPORATION.—The term ‘closely held C
corporation’ means any C corporation described in section
465(a)(1)(B).

“9) PERSONAL SERVICE CORPORATION.—The term ‘personal
service corporation’ has the meaning given such term by section
269A(b)(1), except that section 269A(b)(2) shall be applied—

“(A) by substituting ‘any’ for ‘more than 10 percent’, and

“B) by substituting ‘any’ for ‘50 percent or more in value’
in section 318(a)(2)C).

A corporation shall not be treated as a personal service corpora-
tion unless more than 10 percent of the stock (by value) in such
corporation is held by employee-owners (within the meaning of
section 269A(b)2), as modified by the preceding sentence).

“2) REGULAR TAX LIABILITY.—The term ‘regular tax liability’
has the meaning given such term by section 26(b).

“(}) ALLOCATION OF PASSIVE ACTIVITY LOSS AND CREDIT.—The
passive activity loss and the passive activity credit (and the
$95,000 amount under subsection (i) shall be allocated to ac-
tivities, and within activities, on a pro rata basis in such
manner as the Secretary may prescribe.

“5) DepvctioN EQUIVALENT.—The deduction equivulent of
credits from a passive activity for any taxable year is the
amount which (if allowed as a deduction) would reduce the reg-
ular tax liability for such taxable year by an amount equal to
such credits.

‘() SpECIAL RULE FOR GIFTS.—In the case of a disposttion of
any interest in a passive activity by gift—

“CA) the basis of such interest immediately before the
transfer shall be increased by the amount of any passive ac-
tivity losses allocable to such interest, and '

“B) such losses shall not be allowable as a deduction for
any taxable year. . o

“(?) QUALIFIED RESIDENCE INTEREST.—The passive activity
loss of a taxpayer shall be computed without regard to quali-
fied residence interest (within the meaning of section 163(h)(3)).
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“(8) RENTAL AcTIvVITY.—The term ‘rental activity’ means any
activity where payments are principally for the use of tangible
property.

“9) ELECTION TO INCREASE BASIS OF PROPERTY BY AMOUNT OF
DISALLOWED CREDIT.—For purposes of determining gain or loss
from a disposition of any property to which subsection (g)1) ap-
plies, the transferor may elect to increase the basis of such prop-
erty immediately before the transfer by an amount equal to the
portion of any unused credit allowable under this chapter
which reduced the basis of such property for the taxable year in
which such credit arose. If the taxpayer elects the application of
this paragraph, such portion of the passive activity credit of
such taxpayer shall not be allowed for any taxable year.

“%) REGULATIONS.—The Secretary shall prescribe such regula-
tions as may be necessary or appropriate to carry out provisions of
this section, including regulations—

“(1) which specify what constitutes an activity, material par-
ticipation, or active participation for purposes of this section,

“(9) which provide that certain items of gross income will not
be taken into account in determining income or loss from any
activity (and the treatment of expenses allocable to such
income),

“3) requiring net income or gain from a limited partnership
or other passive activity to be treated as not from a passive ac-
tivity,

 “t4) which provide for the determination of the allocation of
interest expense for purposes of this section, and

“(5) which deal with changes in marital status and changes

. between joint returns and separate returns.

(D) PHASE-IN OF DISALLOWANCE OF L0SSES AND CREDITS FOR IN-
TERESTS HELD BEFORE DATE OF ENACTMENT. —
ore (gﬁ ;N GENEI:AL.—blIn the cgse of amy passive activity loss or
or any taxable inni ]
through 1990ywhich— year beginning in calendar years 1987
::(A) is attributable to a pre-enactment interest, but
(B) is not attributable to a carryforward to such taxable
year of any loss or credit which was disallowed under this
section for a preceding taxable year,
gll:"eesrlég’llé abe dzsaf}llowed under subsection (a) only the applica-
woull]d have%ie(r)zf i el;zmount which (but for this subsection)
able year wsatllowed under subsection (a) for such tax-

(2) APPLICABLE PERCENTAGE.—For purposes of this subsec-

tion, the applicable percent ; ;
5 L age shall be deter: ord-
ance with the following table: . mined in acc
“In the case of taxabl .
years beginning in,-a ¢ The applwab.le‘
1987 percentage 18

OR CREDIT ATTRIBUTABLE TO PRE-ENACT-
purposes of this subsection—

MENT INTERESTS.—For
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“(¢A) IN ceNERAL.—The portion of the passive activity loss
for any taxable year which is attributable to Dpre-enactment
interests shall be equal to the lesser of—

“(1) the passive activity loss for such taxable year, or

“(ii) the passive activity loss for such taxable year de-
termined by taking into account only pre-enactment in-
terests.

For purposes of this subparagraph, the deduction equiva-
lent (within the meaning of subsection (iX5)) of a passive ac-
tivity credit shall be taken into account.

“(B) PRE-ENACTMENT INTEREST.—

“) In GENERAL.—The term ‘pre-enactment interest’
means any interest in a passive activity held by a tax-
payer on the date of the enactment of the Tax Reform
Act of 1986, and at all times thereafter.

“(ir) BINDING CONTRACT EXCEPTION.—For purposes of
clause (i), any interest acquired after such date of en-
actment pursuant to a written binding contract in
effect on such date, and at all times thereafter, shall be
treated as held on such date.

“(iit) INTEREST IN AcTIVITIES.—The term ‘pre-enact-
ment interest’ shall not include an interest in a passive
activity unless such activity was being conducted on
such date of enactment. The preceding sentence shall
not apply to an activity commencing after such date
if—

“(D) the property used in such activity is acquired
pursuant to a written binding contract in effect on
August 16, 1986, and at all times thereafter, or
“(ID) construction of property used in such activi-
ty began on or before August 16, 1986.”
() ConrForMING AMENDMENT.—The table of sections for subpart
C of part II of subchapter E of chapter 1 is amended by adding at
the end thereof the following new item:

“Sec. 469. Passive activity losses and credits limited.”

(¢c) EFFECTIVE DATE.—

(1) In GENERAL.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1986.

(2) SPECIAL RULE FOR CARRYOVERS.—The amendments made
by this section shall not apply to any loss, deduction, or credit
carried to a taxable year beginning after December 31, 1986,
from a taxable year beginning before January 1, 1987.

(3) SPECIAL RULE FOR LOW-INCOME HOUSING.—

(A) IN GENERAL.—Except as provided in subparagraph
(B), section 4639()(6)XB)i) of the Internal Revenue Code of
1986 (as added by this section) shall not apply to any prop-
erty placed in service after December 31, 1989.

(B) EXCEPTION WHERE AT LEAST 10 PERCENT OF COSTS IN-
cURRED.—In the case of property placed in service after De-
cember 31, 1989, and before January 1, 1991, section
469G)6)B)i) of such Code shall apply to such property if at
least 10 percent of the costs of such property were incurred
before January 1, 1989.
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SEC. 502. TRANSITIONAL RULE FOR LO W-INCOME HOUSING.

(a) GENERAL RuLE.—Any loss sustained by a qualified investor
with respect to an interest in a qualified low-income housing project
for any taxable year in the relief period shall not be treated as a
loss from a passive activity for purposes of section 469 of the Inter-
nal Revenue Code of 1986.

(b) Rerier Periop.—For purposes of subsection (a), the term
“relief period” means the period beginning with the taxable year in
which the investor made his initial investment in the qualified low-
. . . . . e q
znc?lme h?uszng project and ending with whichever of the following
is the earliest—

(1) the 6th texable year after the taxable year in which the
investor made his initial investment,

(2) the Ist taxable year after the taxable year in which the
investor is obligated to make his last investment, or

(3) the taxable year preceding the Ist taxable year for which
such f)rOJect ceased to be a qualified low-income housing
project.

(¢) QUALIFIED LOW-{NCOJV.{E_ Housing ProJect.—For purposes of
Z}:zls seci{zo;z, ' ;he term “qualified low-income housing project’ means

y project if—

(1) such project meets the requirements of clause (i), (ii), (iii)
or (iv) of section 1250(a)1)XB) as of the date placed in service
and for each taxable year thereafter which begins after 1986
;zlrtzgh f;:o;'g?twh a passive loss may be allowable with respect to

(2) the op,erator certifies to the Secret
his delegate that suchfproject met izeeanggggzinjt:ez;u%rg
graph (1) on the date of the enactment of this Act (or, if later,
when placed in service) and annually thereafter. ’ ’
. (3) such project is constructed or acquired pu;suant to a bind-
;7’151 written contract entered into on or before August 16, 1986,

(4) such project is placed i 1

@ Quasirs Ivvision —For purposes o s oetinr

N GENERAL.—The t “ T3] ; ”
;yatural person who holdse’(.(ririregflltg? l(;{letclizr(l)rlltzeiftcl)rornzgrzs e(rlt?ly
les) ar; j;zf}egz_st in a qualified low-income housing project—
i) . . .
st 16° 1355, ehehy bociect placed in servie befor
project on Augu.;'t ue Ijgg?on eld an interest in such
initial investraons afz 5 and the taxpayer made his
(i) in the case of aer eceber 91, 1983, or
r 4 X
a4 i etk desried in b
project on December 55 <3 e dan interest in such
B) if such investor is reoy; ,dan
December 31, 1986, of 50 pevsens or ¢ POyments after
nal obligate J inbont percent or more of the total origi-
stment for such interest.
(A), a person shall be treated as
(1161 1986, or December 31, 1986, if
a binding contract to acquire

holding an interest on, August

on such date such
such interest. person ha
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(2) TREATMENT OF ESTATES.—The estate of a decedent shall
succeed to the treatment under this section of the decedent but
only with respect to the Ist 2 taxable years of such estate ending
after the date of the decedent’s death.

(d) SpeciaL RULES.—

(1) WHERE MORE THAN 1 BUILDING IN PROJECT.—If there is
more than 1 building in any project, the determination of when
such project is placed in service shall be based on when the Ist
building in such project is placed in service.

(2) ONLY CASH AND OTHER PROPERTY TAKEN INTO ACCOUNT.—
In determining the amount any person invests in (or is obligat-
ed to invest in) any interest, only cash and other property shall
be taken into account.

(3) COORDINATION WITH CREDIT.—No low-income housing
credit shall be determined under section 42 of the Internal Rev-
enue Code of 1986 with respect to any project with respect to
which any person has been allowed any benefit under this sec-
tion.

SEC. 503. EXTENSION OF AT RISK LIMITATIONS TO REAL PROPERTY.

(o) IN GENERAL.—Paragraph (3) of section 465(c) (relating to ac-
tivities to which section applies) is amended by striking out sub-

paragraph (D) and by redesignating subparagraph (E) as subpara-

graph (D).

(b) QUALIFIED NONRECOURSE FINANCING TREATED AS AN AMOUNT

AT Risk.—Section 465(b) (relating to amounts considered at risk) is

amended by adding at the end thereof the following new paragraph:
“06) QUALIFIED NONRECOURSE FINANCING TREATED AS AMOUNT

AT RISK.—For purposes of this section—

“‘éA) IN GENERAL.—Notwithstanding any other provision
of this subsection, in the case of an activity of holding real
property, a taxpayer shall be considered at risk with respect
to the taxpayer’s share of any qualified nonrecourse financ-
ing which is secured by real property used in such activity.

“B) QUALIFIED NONRECOURSE FINANCING.—For purposes
of this paragraph, the term ‘qualified nonrecourse financ-
ing’ means any financing—

“G) which is borrowed by the taxpayer with respect to
the activity of holding real property,

“tii) which is borrowed by the taxpayer from a quali-
fied person or represents a loan from any Federal,
State, or local government or instrumentality thereof,
or is guaranteed by any Federal, State, or local govern-
ment,

“(iii) except to the extent provided in regulations,
with respect to which no person is personally liable for
repayment, and

“(iv) which is not convertible debt.

“C) SPECIAL RULE FOR PARTNERSHIPS.—In the case of a
partnership, a partner’s share of any qualified nonrecourse
financing of such partnership shall be determined on the
basis of the partner’s share of liabilities of such partner-
ship incurred in connection with such financing (within
the meaning of section 752).
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“D) QUALIFIED PERSON DEFINED.—For purposes of this
paragraph— o

“1) INn GENERAL.—The term ‘qualified person’ has
the meaning given such term by section 46(c)8XD)Gv).

“6ii) CERTAIN COMMERCIALLY REASONABLE FINANCING
FROM RELATED PERSONS.—For purposes of clause (i)
section 46(cX8XD)Gv) shall be applied without regard to
subclause (I) thereof (relating to financing from related
persons) if the financing from the related person is
commercially reasonable and on substantially the same
terms as loans involving unrelated persons.

“(E) AcTIvITY OF HOLDING REAL PROPERTY.—FoOr purposes
of this paragraph—

“(i) INCIDENTAL PERSONAL PROPERTY AND SERV-
1ces.—The activity of holding real property includes
the holding of personal property and the providing of
services which are incidental to making real property
available as living accommodations.

“Gi) MiNeraL PROPERTY.—The activity of holding
real property shall not include the holding of minerul
property.”’

(c) EFFECTIVE DATES.—

(1) IN GENERAL.—Except as provided in this subsection, the
amendments made by this section shall apply to losses incurred
after December 31, 1986, with respect to property placed in serv-
ice by the taxpayer after December 31, 1986.

(2) SPECIAL RULE FOR LOSSES OF S CORPORATION, PARTNER-
SHIP, OR PASS-THRU ENTITY.—In the case of an interest in an S
corporation, a partnership, or other pass-thru entity acquired
after December 31, 1986, the amendments made by this section
shall apply to losses after December 21, 1986, which are attrib-
utable to property Placed in service by the S corporation, part
nership, or pass-thru entity on, before, or after January 1, 1986.

(3) SPECIAL RULE FOR ATHLETIC STADIUM.—The amendments
made by this section shall not apply to any losses incurred by a
gqxpay_er with respect to the holding of a multi-use athletic sto-

wm in Pittsburgh, Pennsylvania, which the taxpayer acquired

in a sale for which g | . 3
before April 16, 1 986’.a etter of understanding was entered into

Subtitle B—Interest Expense

SE(Z).HLI. LIMITATIONS ON DEDUCTION FoR NONBUSINESS INTEREST.
IMITATION ON INVESTMENT INTEREST.—Subsection (d) of sec-

tion 163 (relating to limitatio 3 3
- n ' ’
ne§s) s amended to read qs follozg: pnierest on investment indebted

(d) Livrration o
1) oo RJZLIILVII';‘;?’.;%ENT INTEREST —
poration, the amoy € case of a taxpayer other than a cor-
o o the otunt allowed as a deduction under this chapter
net investmend interest for any taxable year shall not exceed the
“ CARR;lFO‘;C'Ome of the taxpayer for the taxable year.
not alloue® WARD OF DISALLOWED INTEREST.—The amount
as a deduction for any taxable year by reason of
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paragraph (1) shall be treated as investment interest paid or ac-
crl‘t‘ed by the taxpayer in the succeeding taxable year.
(3) INVESTMENT INTEREST.—For purposes of this subsection—

“(A) In GENERAL.—The term ‘investment interest’ means
any interest allowable as a deduction under this chapter
(determined without regard to paragraph (1)) which is paid
or accrued on indebtedness incurred or continued fo pur-
chase or carry property held for investment.

‘““‘B) ExcepTiONS.—The term ‘investment interest’ shall
not include—

“G) any qualified residence interest (as defined in
subsection (h)(3), or

“U1) any interest which is taken into account under
section 469 in computing income or loss from a passive
activity of the taxpayer.

“C) PERSONAL PROPERTY USED IN SHORT SALE.—For pur-
poses of this paragraph, the term ‘interest’ includes any
amount allowable as a deduction in connection with per-
sonal property used in a short sale.

_“(44) NeT INVESTMENT INCOME.—For purposes of this subsec-
tion—

“(A) IN GENERAL.—The term ‘net investment income’
means the excess of—

“G) investment income, over
‘i) investment expenses.

“B) INVESTMENT INCOME.—The term ‘investment income’

means the sum of—
“G) gross income (other than gain described in clause
(ii) from property held for investment, and
“Gi) any net gain attributable to the disposition of
property held for investment,
but only to the extent such amounts are not derived from
the conduct of a trade or business.

“C) INVESTMENT EXPENSES.—The term ‘investment ex-
penses’ means the deductions allowed under this chapter
(other than for interest) which are directly connected with
the production of investment income.

“D) INCOME AND EXPENSES FROM PASSIVE ACTIVITIES.—
Investment income and investment expenses shall not in-
clude any income or expenses taken into account under sec-
tion 469 in computing income or loss from a passive activi-

Y “CE) REDUCTION IN INVESTMENT INCOME DURING PHASE-IN
OF PASSIVE LOSS RULES.—Investment income of the taxpayer
for any taxable year shall be reduced by the amount of the
passive activity loss to which section 469(a) does not apply
for such taxable year by reason of section 469(1). The preced-
ing sentence shall not apply to any portion of such passive
activity loss which is attributable to a rental real estate ac-
tivity with respect to which the taxpayer actively partici-
pates (within the meaning of section 469G)6) during such
taxable year. ' _
“%5) PROPERTY HELD FOR INVESTMENT.—For purposes of this
subsection—
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“A) IN GENERAL.—The term ‘property held for invest-
ment’ shall include—

“G) any property which produces income of a type de-
scribed in section 469(e)1), and

“6it) any interest held by a taxpayer in an activity in-
volving the conduct of a trade or business—

“I) which is not a passive activity, and
“UID with respect to which the taxpayer does not
materially participate.

“B) INVESTMENT EXPENSES.—In the case of property de-
scribed in subparagraph (A)i), expenses shall be allocated
to such property in the same manner as under section }69.

“(C) TErMs.—For purposes of this paragraph, the terms
‘activity’, ‘passive activity’, and ‘materially participate’
have the meanings given such terms by section 469.

“(6) PHASE-IN OF DISALLOWANCE.—In the case of any taxable
year beginning in calendar years 1987 through 1990—

“(tA) IN GENERAL.—The amount of interest disallowed
under this subsection for any such taxable year shall be
equal to the sum of—

“Gi) the applicable percentage of the amount which
(without regard to this paragraph) is not allowed as a
deduction under this subsection for the taxable year to
the extent such amount does not exceed the ceiling
amount,

“lii) the amount which (without regard to this para-
graph) is not allowed as a deduction under this subsec-
tion in excess of the ceiling amount, plus

(111) the amount of any carryforward to such taxable
Year under paragraph (%) with respect to which a de-
duc]fzon was disallowed under this subsection for a pre-
ceding taxable year.
For purposes of this subparagraph, the amount under
clause (i) or (t1) shall be computed without regard to the
amount described in clause (iii).
(B) APPLICABLE PERCENTAGE.—For purposes of this
paragraph, the applicable percentage shall be determined
in accordance with the following table:

“In the case of taxable ,
years beginning in: The applicable

1987...... percentage is:
J st eee e 95
1989.. 60
1990..... 80

............................................................................................... 90.

“C) CEmLING 4 MOUNT.—F, .

PRSE -—1or h’

the te”m(_)cgllzng amount’ meu ngirposes of this paragrap

)L ]0;000 in the case . .
clo‘u;tgs gi ) or (iii), of a taxpayer not described in

Gi) $5,000 in the cas o -
a separate return, and ¢ of @ married individual filing

(1i0) zero in the case of a trust. g

(b) Disarrowa
NCE OF D, .
DIVIDUALS.—Section 16 e MON FOR PRRSONAL INTEREST OF IV

3 (relating to deduction for interest) is
P
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amqnded by redesigr_zating subsection (h) as subsection (i) and by in-
serting after subsection (g) the following new subsection:
“(th) DISALLOWANCE OF DEDUCTION FOR PERSONAL INTEREST.—

““1) IN GENERAL.—In the case of a taxpayer other than a cor-
poration, no deduction shall be allowed under this chapter for
personal interest paid or accrued during the taxable year.

“C2) PERSONAL INTEREST.—For purposes of this subsection, the
term ‘personal interest’ means any interest allowable as a de-
duction under this chapter other than—

“CA) interest paid or accrued on indebtedness incurred or
continued in connection with the conduct of a trade or
business (other than the trade or business of performing
services as an employee),

“(B) any investment interest (within the meaning of sub-
section (d)),

“C) any interest which is taken into account under sec-
tion 469 in computing income or loss from a passive activity
of the taxpayer,

“D) any qualified residence interest (within the meaning
of paragraph (3)), and

“E) any interest payable under section 6601 on any
unpaid portion of the tax imposed by section 2001 for the
period during which an extension of time for payment of
such tax is in effect under section 6163 or 6166.

“(3) QUALIFIED RESIDENCE INTEREST.—For purposes of this
subsection—

“A) IN GENERAL.—The term ‘qualified residence interest’
means interest which is paid or accrued during the taxable
year on indebtedness which is secured by any property
which (at the time such interest is paid or accrued) is a
qualified residence of the taxpayer.

““B) LIMITATION ON AMOUNT OF INTEREST.—The term
‘qualified residence interest’ shall not include any interest
paid or accrued on indebtedness secured by any qualified
residence which is allocable to that portion of the principal
amount of such indebtedness which, when added to the
outstanding aggregate principal amount of all other indebt-
edness previously incurred and secured by such qualified
residence, exceeds the lesser of—

“i) the fair market value of such qualified residence,

or
“ti) the sum of— )

“I) the taxpayer’s basis in such qualified resi-
dence (adjusted only by the cost of any improve-
ments to such residence), plus

“ID) the aggregate amount of qualified indebted-
ness of the taxpayer with respect to such qualified
residence.

“C) COST NOT LESS THAN BALANCE OF INDEBTEDNESS IN-
CURRED ON OR BEFORE AUGUST 16, 1986.—The amount under
subparagraph (B)Gi)ID) at any time after August 16, 1986,
shall not be less than the outstanding aggregate principal
amount (as of such time) of indebtedness which was incurred
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on or before August 16, 1986, and which was secured by the
qualified residence on August 16, 1986. _ .
“D) TIME FOR DETERMINATION.—Except as provided in
regulations, any determination under subparagraph (B)
shall be made as of the time the indebtedness is incurred.
“U4) QUALIFIED INDEBTEDNESS. —PFor purposes of this subsec-
tion—
w0 “A) IN GENERAL.—The term ‘qualified indebtedness’
means indebtedness secured by a qualified residence of the
taxpayer which is incurred after August 16, 1986, to pay
or—
f “4) qualified medical expenses, or
“Gi) qualified educational expenses,
which are paid or incurred within a reasonable period of
time before or after such indebtedness is incurred.

“B) QUALIFIED MEDICAL EXPENSES.—For purposes of this
paragraph, the term ‘qualified medical expenses’ means
amounts, not compensated for by insurance or otherwise, in-
curred for medical care (within the meaning of subpara-
graphs (A) and (B) of section 213(d)1)) for the taxpayer, his
spouse, or a dependent.

“C) QUALIFIED EDUCATIONAL EXPENSES.—For purposes of
this paragraph—

“G) In GENERAL.—The term ‘qualified educational
expenses’ means qualified tuition and related expenses
of the taxpayer, his spouse, or a dependent for attend-
ance at an educational institution described in section
170X 1A D).

“ii) QUALIFIED TUITION AND RELATED EXPENSES.—
The term ‘qualified tuition and related expenses’ has
the meaning given such term by section 117(b), except
that such term shall include any reasonable living ex-

 penses while away from home.

(D) DEPENDENT.—For purposes of this paragraph, the
term ‘dependent’ has the meaning given such term by sec-
tion 152.

“(5) OTHER DEFINITIONS AND SPECIAL RULES.—
gm(f’ll) QUALIFIED RESIDENCE.—For purposes of this para-
p —
(1) IN GENERAL—The term ‘qualified residence’
means—
“(D the principal residence (within the meanin,
of section 103}) of the taxpayer{ and §
l(II) 1 other residence of the taxpayer which is
selected by the taxpayer for purposes of this subsec-
Z‘;’; for the taxal?ée year and which is used by the
ayer as a resi ithi ; 3
 tion FROAGNL) ence (within the meaning of sec
TURLIS g?RRIED INDIVIDUALS FILING SEPARATE RE-
for thé‘taxa% l?(;:;lfi couple does not file a joint return
@D such couple shall be treat er
for purposes of clause @), and ed as I taxpoy
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“dD each individual shall be entitled to take
into account 1 residence unless both individuals
consent in writing to 1 individual taking into ac-
count the principal residence and 1 other resi-
dence.

“(iii) RESIDENCE NOT USED OR RENTED.—For purposes
of clause (iXII), notwithstanding section 280A(d)1), if
the taxpayer does not rent or use a dwelling unit at
any time during a taxable year, such unit may be treat-
ed as a residence for such taxable year.

“(B) SPECIAL RULE FOR COOPERATIVE HOUSING CORPORA-
TIONS.—For purposes of this paragraph, any indebtedness
secured by stock held by the taxpayer as a tenant-stockhold-
er (as defined in section 216) in a cooperative housing cor-
poration (as so defined) shall be treated as secured by the
house or apartment which the taxpayer is entitled to occupy
as such a tenant-stockholder. If stock described in the pre-
ceding sentence may not be used to secure indebtedness, in-
debtedness shall be treated as so secured if the taxpayer es-
tablishes to the satisfaction of the Secretary that such in-
debtedness was incurred to acquire such stock.

‘“06) PHASE-IN OF LIMITATION.—In the case of any taxable year
beginning in calendar years 1987 through 1990, the amount of
interest with respect to which a deduction is disallowed under
this subsection shall be equal to the applicable percentage
(within the meaning of subsection (@A)X6)B)) of the amount
which (but for this subsection) would have been so disallowed.”

(d) TECHNICAL AMENDMENTS.—

(1) Clause (i) of section 7872(d)IXE) is amended by striking
out “section 163(d)3)” and inserting in lieu thereof “section
163(d)4)". ,

(D(A) Sections 467(c)b) and 1255(b)(2) are each amended by
striking out ‘“‘section 163(d),”.

(B) Section 703(®) is amended by striking out paragraph (3)
and by redesignating paragraphs (4) and (5) as paragraphs (3)
and (4), respectively.

(C) Section 1363(c)?) is amended by striking out subpara-
graph (A) and by redesignating subparagraphs (B) and (C) as
subparagraphs (A) and (B), respectively.

(e) ErrEcTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1986.

TITLE VI—CORPORATE PROVISIONS
Subtitle A—Corporate Rate Reductions

SEC. 601. CORPORATE RATE REDUCTIONS. ' )
(a) GENERAL RuLE.—Subsection (b) of section 11 is amended to

read as follows: '
“1) AmouNnT oF Tax.—The amount of the tax imposed by subsec-

tion (a) shall be the sum of—
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““1) 15 percent of so much of the taxable income as does not
d $50,000, )
exg;z) 55 percent of so much of the taxable income as exceeds
$50,000 but does not exceed $75,000, and '
“3) 34 percent of so much of the taxable income as exceeds
$75,000. ‘ _ ) )
In the case of a corporation which has taxable income in excess of
$100,000 for any taxable year, the amount of tax determined under
the preceding sentence for such taxable year shall be”mcreased by
the lesser of (A) § percent of such excess, or (B) $11,750.
(b) EFFECTIVE DATE.— .
(1) In GeENERAL.—The amendment made by subsection (a)
shall apply to taxable years beginning on or after July 1, 1987.
(2) CROSS REFERENCE.—
For treatment of taxable years which include July 1, 1987, see section 15
of the Internal Revenue Code of 1986.

Subtitle B—Treatment of Stock and Stock
Dividends

SEC. 611. REDUCTION IN DIVIDENDS RECEIVED DEDUCTION.

(a) GENERAL RuLe.—The following provisions are each amended
by striking out “85 percent” and inserting in lieu thereof “80 per-
cent’:

(1) Section 243(a)1) (relating to dividends received by corpora-
tions).
(2) Sections 244 (a)3) and (bX2) (relating to dividends received
on certain preferred stock).
(3) Section 246(b)1) (relating to limitation on aggregate
amount of deductions).
_(4) Section 246A(a)1) (relating to dividends received deduc-
tion reduced where portfolio stock is debt financed).
(5). Subpar_’agraph (B) of section 805(a)}) (relating to dividends
received by insurance company).

(b) EFFECTIVE DATES.—

(1) IN GENERAL—The amendments made by subsection (a)

shall apply to dividends received or accrued after December 31,
1986, in taxable years ending after such date.

(?) AMENDMENT RELATING TO LIMITATION ON DEDUCTIONS.—

The amendment made by subsection (a) to section 246(b) of the

Internal Revenue Code of 1986 shall apply to taxable years be-

ginning after December 31, 1986,

SEC. 612. REPEAL OF PARTIA '

DIVIDUALS L EXCLUSION OF DI VIDENDS RECEIVED BY IN.

(@) GENERAL RULE.—Section 116 (relatin t ' ;

(a ] . tial exclusion o
dividends received by individuals) is herebygregegge,c'i.m exclusion of

)] T(L};?IgVICAL AMENDMENTS, —

ubsection (g) of secti 301 i ki
paragragh i) f section is amended by striking out

o ;2;(14) Subsection (c) of section 584 is amended to read as fol-



I-175

“c) INcoME OF PARTICIPANTS IN FUND.—Each participant in the
common trust fund in computing its taxable income shall include,
whether or not distributed and whether or not distributable—

“1) as part of its gains and losses from sales or exchanges of
capital assets held for not more than 6 months, its proportion-
ate share of the gains and losses of the common trust fund from
sales or exchanges of capital assets held for not more than 6
months,

“(2) as part of its gains and losses from sales or exchanges of
capital assets held for more than 6 months, its proportionate
share of the gains and losses of the common trust fund from
sales or exchanges of capital assets held for more than 6
months, and

“3) its proportionate share of the ordinary taxable income or
the ordinary net loss of the common trust fund, computed as
provided in subsection (d).”

(B) If the amendments made by section 1001 of the Tax
Reform Act of 1984 cease to apply, effective with respect to prop-
erty to which such amendments do not apply, subsection (c) of
section 584 is amended by striking out ‘6 months” each place it
appears and inserting in lieu thereof “1 year”.

(3) Section 642 is amended by striking out subsection (j).

(4) Paragraph (7) of section 643(a) is hereby repealed.

. (5) Paragraph (5) of section 702(a) is amended to read as fol-
ows:

“(5) dividends with respect to which there is a deduction
under part VIII of subchapter B,”.

(6) Section 854 is amended—

(A) by striking out ‘“‘section 116 (relating to an exclusion
for dividends received by individuals), and” in subsection
(@),

(B) in subsection (b)—

(i) by striking out subparagraph (B) of paragraph (1)
and redesignating subparagraph (C) as subparagraph
(B),

(ii) by striking out “or (B)” in subparagraph (B) (as
so redesignated),

(iii) by striking out “the exclusion under section 116
and” in paragraph (), and

(iv) by amending subparagraph (B) of paragraph (3)
to read as follows:

“B)i) The term ‘aggregate dividends received’ includes
only dividends received from domestic corporations.

“Gi) For purposes of clause (i), the term ‘dividend’ shall
not include any distribution from—

“I) a corporation which, for the taxable year of the
corporation in which the distribution is made, or for
the next preceding taxable year of the corporation, is a
corporation exempt from tax under section 501 (relating
to certain charitable, etc., organizations) or section 521
(relating to farmers’ cooperative associations), or

“TD) a real estate investment trust which, for the tax-
able year of the trust in which the dividend is paid,
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qualifiels unigr part II of subchapter M (section 856

and following). o

“Gii) Ir}; determining the amount of any dividend for pur-
poses of this subparagraph, a dividend received from a reg-
ulated investment company shall be subject to the limita-
tions prescribed in this section.” o

(7) Subsection (c) of section 857 is amended by striking out
“section 116 (relating to an exclusion for dividends received by
individuals), and’.

(8) The table of sections for part III of subchapter B of chap-
ter 1 is amended by striking out the item relating to section 116,

(c) EFrECcTIVE DATE.—The amendments made by this section shall
apply to taxable years beginning after December 31, 1986.

SEC. 613. NONDEDUCTIBILITY OF STOCK REDEMPTION EXPENSES.
(@) In GENERAL.—Section 162 (relating to trade or business ex-
penses), is amended by redesignating subsection (1) as subsection (m)
and inserting after subsection (k) the following new subsection:
“(1) Stock REDEMPTION EXPENSES.—
“(1) In GeNERAL.—Except as provided in paragraph (2), no de-
duction otherwise allowable shall be allowed under this chap-
ter for any amount paid or incurred by a corporation in connec-
tion with the redemption of its stock.
“(2) ExceptioNs.—Paragraph (1) shall not apply to—
“lA) CERTAIN SPECIFIC DEDUCTIONS.—Any—
“G) deduction allowable under section 163 (relating
to interest), or
(i) deduction for dividends paid (within the mean-
ing of section 561).
“(B) STOCK OF CERTAIN REGULATED INVESTMENT COMPA-
NIES.—Any amount paid or incurred in connection with the
redemption of any stock in a regulated investment company
which issues only stock which is redeemable upon the
demand of the shareholder.”
(b) ErrecTIVE DATE.—The amendments made by subsection (a)
shall apply to any amount paid or incurred after February 28, 1986,
in taxable years ending after such date.
SEC. 614. REDUCTION IN STO .
TRAORDINARY D ICVI;YDIE}"}‘VA;)I:SS' FOR NONTAXED PORTION OF EX.

(a) 2-YEAR HOLDING REQUIREMENT.—
ho(l]éef’.\; ggévERAL —Section 1059(a) (relating to corporate share-

§ Oasis in stock reduced by nontaxed portion of extraordi-

. naréy dividends) is amended to read as follows:
narg'a)divfc%fz?; éthLE-—If any corporation receives any extraordi-
tion has not held Su’(;e}fpetct ]zo any share of stock and such corpora-
dend annowncemons dats toc for more than 2 years before the divi-

(1) Repucrion Iv Basis.—The basi h jon i
such stock shall ' ks of such corporation in
portion of such dli’l(jig Zcfllfg‘fd (but not below zero) by the nontaxed

RECOGNITION UPON SALE OR DISPOSITION IN CERTAIN

cAses.—In addition to ' ' '
there shay) poition ¢ any gain recognized under this chapter,

as gain from the sale or exchange of any
stock for the taxable year in which the sale or dispgsitign of
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such stock occurs an amount equal to the aggregate nontaxed
portions of any extraordinary dividends with respect to such
stock which did not reduce the basis of such stock by reason of
the limitation on reducing basis below zero.”

(2) DIVIDEND ANNOUNCEMENT DATE.—Section 1059(d) (relating
to special rules) is amended by adding at the end thereof the
following new paragraph:

“(6) DIVIDEND ANNOUNCEMENT DATE.—The term ‘dividend an-
nouncement date’ means, with respect to any dividend, the date
on which the corporation declares, announces, or agrees to, the
payment of such dividend, whichever is the earliest.”

(3) CoONFORMING AMENDMENT.—Section 1059(d)X3) (relating to
determination of holding period) is amended by striking out “1
year” and inserting in lieu thereof “2 years”.

(b) EXTRAORDINARY DivipEND May BE DETERMINED BY REFER-
ENCE TO FAIR MARKET VALUE.—Section 1059(c) (defining extraordi-
nary dividend) is amended by adding at the end thereof the follow-
ing new paragraph:

“(4) FAIR MARKET VALUE DETERMINATION.—If the taxpayer es-
tablishes to the satisfaction of the Secretary the fair market
value of any share of stock as of the day before the ex-dividend
date, the taxpayer may elect to apply paragraphs (1) and (3) by
substituting such value for the taxpayer'’s adjusted basis.”

(¢c) TiME FOR REDUCTION IN BASIs.—

(1) In GENERAL.—Paragraph (1) of section 1059(d) (relating to
time for reduction) is amended to read as follows:

‘(1) TIME FOR REDUCTION.—

“CA) IN GENERAL.—Except as provided in subparagraph
(B), any reduction in basis under subsection (o)1) shall
occu}: immediately before any sale or disposition of the
stock.

“(B) SPECIAL RULE FOR COMPUTING EXTRAORDINARY DIVI-
DEND.—In determining a taxpayer’s adjusted basis for pur-
poses of subsection (c)1), any reduction in basis under sub-
section (a)(1) by reason of a prior distribution which was an
extraordinary dividend shall be treated as occurring at the
beginning of the ex-dividend date for such distribution.”

(2) CONFORMING AMENDMENT.—Section 1059(c)1) is amended
by striking out “‘(determined without regard to this section)”.

(d) No ExTrAORDINARY DivipEND WHERE Stock HELD DURING
EnTIRE ExisTENCE OF CORPORATION.—Section 1059(d) (relating to
special rules) is amended by adding at the end thereof the following
new paragraph:

“C7) EXCEPTION WHERE STOCK HELD DURING ENTIRE EXISTENCE
OF CORPORATION.—Subsection (a) shall not apply to any extraor-
dinary dividend with respect to any share of stock of a corpora-
tion if—

f“(A) such stock was held by the taxpayer during the
entire period such corporation (and any precedessor corpora-
tion) was in existence, '

“UB) except as provided in regulations, the only earnings
and profits of such corporation were earnings and profits
accumulated by such corporation (or any predecessor corpo-
ration) during such period, and
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“C) the application of this paragraph to such d’}'vidend is
not inconsistent with the purposes of this section.

(¢). CERTAIN LIQUIDATIONS AND REDEMPTIONS TREATED As Ex-
TRAORDINARY DIVIDENDS; QUALIFYING DIVIDENDS NOT TREATED AS
EXTRAORDINARY DIVIDENDS; SPECIAL RULE FOR PREFERRED DivI-
DpENDS.—Section 1059 (relating fto extraordinary dividends) is
amended by redesignating subsection (e) as subsection (f) and by
adding after subsection (d) the following new subsection:
“t) SpECIAL RULES FOR CERTAIN DISTRIBUTIONS.—

“1) TREATMENT OF PARTIAL LIQUIDATIONS AND NON-PRO RATA
REDEMPTIONS.—Except as otherwise provided in regulations, in
the case of any redemption of stock which is—

“CA) part of a partial liguidation (within the meaning of
section 302(e)) of the redeeming corporation, or
“(B) not pro rata as to all shareholders,
any amount treated as a dividend under section 301 with re-
spect to such redemption shall be treated as an extraordinary
dividend for purposes of this section (without regard to the
holding period of the stock).

“(2) QUALIFYING DIVIDENDS.—Excpet as provided in regula-
tions, the term ‘extraordinary dividend’ shall not include any
qualifying dividend (within the meaning of section 243(b)(1).

“(3) QUALIFIED PREFERRED DIVIDENDS.—

“(A) IN GENERAL.—A qualified preferred dividend shall
be treated as an extraordinary dividend—

“G) only if the actual rate of return of the taxpayer
on the stock with respect to which such dividend was
paid exceeds 15 percent, or

“Gi) if clause (i) does not apply, and the taxpayer dis-
poses of such stock before the taxpayer has held such
stock for more than 5 years, only to the extent the

o actual rate of return exceeds the stated rate of return.
(B) RATE oF RETURN.—For purposes of subparagraph

‘() ActuaL RATE oF RETURN.—The actual rate of
return shall be the rate of return for the period for which
the taxf?ayer held the stock, determinedp— =

@) by only taking into account dividends
du‘r‘*mg such period, and

D by using the lesser of the adjusted basis of
the taxpayer in such stock or the liquidation pref-

,erence of such stock.

(ii) STATED RATE OF RETURN.—The stated rate of
return shall be the annual rate of the qualified pre-
ferred dividend payable with respect to any share of
stock (expressed as a percentage of the amount de-

“(gsr%ed in subparagraph (B)G)ID)).

i pam?r?g;gfzvs AND SPECIAL RULES.—For purposes of
. ‘@) QUALIFIED PREFERRED DIVIDEND.—The term
ql;tlalzﬁed preferred dividend’ means any dividend pay-
able ‘L‘U;th respect to any share of stock which—

% Dprovides for fixed preferred dividends pay-
able not less frequently than annuall , and
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“0D is not in arrears as to dividends at the time
]fhe taxpayer acquires the stock.

“6ii) HoLpING PERIOD.—In determining the holding
period for purposes of subparagraph (A)Gi), subsection
(d)(c?)’s;{zall be applied by substituting ‘5 years’ for ‘2
years’,

(f) EFFECTIVE DATE.—

(1) IN GENERAL.—Except as provided in this subsection, the
amendments made by this section shall apply to dividends de-
2lared after July 18, 1986, in taxable years ending after such

ate.

(%) AGGREGATION.—For purposes of section 1059(c)3) of the In-
ternal Revenue Code of 1986, dividends declared after July 18,
1986, shall not be aggregated with dividends declared on or
before July 18, 1986.

(3) REDEMPTIONS.—Section 1059(e)(1) of the Internal Revenue
Code of 1986 (as added by subsection (e) shall apply to divi-
dends declared after the date of the enactment of this Act, in
taxable years ending after such date.

Subtitle C—Limitation on Net Operating Loss
Carryforwards and Excess Credit Carryforwards

SEC. 621. LIMITATION ON NET OPERATING LOSS CARRYFORWARDS.

(a) IN GENERAL.—Section 382 (relating to special limitations on

net operating loss carryovers) is amended to read as follows:
“SEC. 382. LIMITATION ON NET OPERATING LOSS CARRYFORWARDS AND

CERTAIN BUILT-IN LOSSES FOLLOWING OWNERSHIP CHANGE.
“(a) GENERAL RULE.—The amount of the taxable income of any

new loss corporation for any post-change year which may be offset
by pre-change losses shall not exceed the section 382 limitation for
such year.

“) Section 382 LimrratioNn.—For purposes of this section—

“1) INn GENERAL.—Except as otherwise provided in this sec-
tion, the section 382 limitation for any post-change year is an
amount equal to—

“CtA) the value of the old loss corporation, multiplied by

“(B) the long-term tax-exempt rate.

‘““2) CARRYFORWARD OF UNUSED LIMITATION.—If the section
382 limitation for any post-change year exceeds the taxable
income of the new loss corporation for such year which was
offset by pre-change losses, the section 382 limitation for the
next post-change year shall be increased by the amount of such
excess.

‘“3) SPECIAL RULE FOR POST-CHANGE YEAR WHICH INCLUDES
CHANGE DATE.—In the case of any post-change year which in-
cludes the change date—

“{A) LIMITATION DOES NOT APPLY TO TAXABLE INCOME
BEFORE CHANGE.—Subsection (a) shall not apply to the por-
tion of the taxable income for such year which is allocable
to the period in such year on or before the change date.
Except as provided in subsection (h)5) and in regulations,
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taxable income shall be allocated ratably to each day in
the vyear.

“B) LIMITATION FOR PERIOD AFTER CHANGE.—For pur-
poses of applying the limitation of subsection (a) to the re-
mainder of the taxable income for such year, the section
382 limitation shall be an amount which bears the same
ratio to such limitation (determined without regard to this
paragra{ph) as— )

‘1) the number of days in such year after the change
date, bears to
“ti) the total number of days in such year.
“lc) CarrYFORWARDS DiSALLOWED IF CONTINUITY OF BUSINESS
REquirEMENTS NoTr MET.—

“(1) In cENERAL.—Except as provided in paragraph (2), if the
new loss corporation does not continue the business enterprise of
the old loss corporation at all times during the 2-year period be-
ginning on the change date, the section 382 limitation for any
post-change year shall be zero.

“(%) EXCEPTION FOR CERTAIN GAINS.—The section 382 limita-
tz;)n for any post-change year shall not be less than the sum
0 —

“lA) any increase in such limitation under—

“0) subsection (RI(1)(A) for recognized built-in gains
for such vear, and
“(ii) subsection (hWXIXC) for gain recognized by reason
. of an election under section 338, plus
(B) any increase in such limitation under subsection
(bX2) for amounts described in subparagraph (A) which are
3 carried forward to such year.
(d) PRE-CHANGE LSS AND PosT-CHANGE YEAR.—For purposes of
this section—
(1) PRE-CHANGE L0SS.—The term ‘pre-change loss’ means—
(A) any net operating loss carryforward of the old loss
corporation to the taxable year ending with the ownership
ch%nge or in which the change date occurs, and
(B) the net operating loss of the old loss corporation for
tézle taxable year in which the ownership change occurs to
the extent such loss is allocable to the period in such year
z on or before the change date.
e o s e, 000) and i relutons, e
A urposes of su e al-
loc‘(}tedpratably to each day gz till)e yearf paragraph (B)
OST-CHANGE YEAR.—The term Ppost-change year’ means

any taxable year endin, aft
“ g after the change dat

(¢) VALUE oF Orp I ge aate. _
tion OF ULD Loss COrRPORATION.—For purposes of this sec-

(D) I GENERAL.—Except as otherwise provided in this sub-

section, the value of the old loss corporation is the value of the
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.“(f) LonGg-TERM TAx-EXEMPT RATE.—For purposes of this sec-
tion—

“(1) INn GENERAL.—The long-term tax-exempt rate shall be the
highest of the adjusted Federal long-term rates in effect for any
month in the 3-calendar-month period ending with the calendar
month in which the change date occurs.

“(?) ADJUSTED FEDERAL LONG-TERM RATE.—For purposes of
paragraph (1), the term ‘adjusted Federal long-term rate’ means
the Federal long-term rate determined under section 1274(d),
except that—

“(A) paragraphs (2) and (3) thereof shall not apply, and

“(B) such rate shall be properly adjusted for differences
between rates on long-term taxable and tax-exempt obliga-
tions.

“(g) OwNERSHIP CHANGE.—For purposes of this section—

“(1) IN GENERAL.—There is an ownership change if, immedi-
ately after any owner shift involving a 5-percent shareholder or
any equity structure shift—

“CA) the percentage of the stock of the new loss corpora-
tion owned by 1 or more 5-percent shareholders has in-
creased by more than 50 percentage points, over

“(B) the lowest percentage of stock of the old loss corpora-
tion (or any predecessor corporation) owned by such share-
holders at any time during the testing period.

“(2) OwWNER SHIFT INVOLVING 5-PERCENT SHAREHOLDER.—
There is an owner shift involving a 5-percent shareholder if—

“CA) there is any change in the respective ownership
of stock of a corporation, and

“B) such change affects the percentage of stock of
such corporation owned by any person who is a 5-per-
cent shareholder before or after such change.

“(3) EQUITY STRUCTURE SHIFT DEFINED.—

“A) IN GENERAL.—The term ‘equity structure shift’
means any reorganization (within the meaning of section
368). Such term shall not include—

“4) any reorganization described in subparagraph (D)
or (G) of section 368(a)(1) unless the requirements of
section 354(b)(1) are met, and

“Gi) any reorganization described in subparagraph
(F) of section 368(a)(1).

““B) TAXABLE REORGANIZATION-TYPE TRANSACTIONS,
erc.—To the extent provided in regulations, the fterm
‘equity structure shift’ includes taxable reorganization-type
transactions, public offerings, and similar transactions.

“(4) SPECIAL RULES FOR APPLICATION OF SUBSECTION.—

g ““A) TREATMENT OF LESS THAN 5-PERCENT SHAREHOLD-
[ ERS.—Except as provided in subparagraphs (B)i) and (C),
in determining whether an ownership change has occurred,
) all stock owned by shareholders of a corporation who are
Jd not 5-percent shareholders of such corporation shall be
i treated as stock owned by 1 5-percent shareholder of such
corporation.
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“B) COORDINATION WITH EQUITY STRUCTURE SHIFTS.—For
purposes of determining whether an equity structure shift
(or subsequent transaction) is an ownership change—

“ti) LESS THAN 5-PERCENT SHAREHOLDERS. —Subpara-
graph (A) shall be applied separately with respect to
each group of shareholders (immediately before such
equity structure shift) of each corporation which was a
party to the reorganization involved in such equity
structure shift. .

“(ii) Acquisrrions oF stock.—Unless a different pro-
portion is established, acquisitions of stock after such
equity structure shift shall be treated as being made
proportionately from all shareholders immediately
before such acquisition.

“(C) COORDINATION WITH OTHER OWNER SHIFTS.—Except
as provided in regulations, the rules of subparagraph (B)
shall apply in determining whether there has been an
owner shift involving a 5-percent shareholder and whether
such shift (or subsequent transaction) results in an owner-
ship change.

“(h) Speciar Rures ror BuiLt-IN GaINs AND Losses AND Skc-
TION 838 GAINS.—For purposes of this section—
“(1) IN GENERAL.—

“(A) NET UNREALIZED BUILT-IN GAIN.—

“0) IN GENERAL.—IFf the old loss corporation has a
net unrealized built-in gain, the section 382 limitation
for any recognition period taxable year shall be in-
crgzlased by the recognized built-in gains for such tax-
able year.

“G1) Limitation.—The increase under clause (i) for
any recognition period taxable year shall not exceed—

“(D the net unrealized built-in gain, reduced by
“AD recognized built-in gains for prior years
ending in the recognition period.

“(B) NET UNREALIZED BUILT-IN LOSS.—

“0) IN GENERAL.—IF the old loss corporation has a
net unrealized built-in loss, the recognized built-in loss
for any recognition period taxable year shall be subject
to limitation under this section in the same manner as
if such loss were a pre-change loss.

(1) LimrratioNn.—Clause (i) shall apply to recog
nized built-in losses for any recognition period taxable
year ore‘ly to the extent such losses do not exceed—

“(I) the net unrealized built-in loss, reduced by
D) recognized built-in losses for prior taxable

« years ending in the recognition period,

o ((ié SEIT)CZTION 338 GAIN.—The section 382 limitation for
anyelezg'o e yelg‘ in which gain is recognized by reason of
an el of—n Under section 338 shall be increased by the

::(l'). the amount of such gain, over

(i) the portion of such gain taken into account in

;zgputing recognized built-in gains for such taxable
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“(9) RECOGNIZED BUILT-IN GAIN AND LOSS.—

“lA) RECOGNIZED BUILT-IN GAIN.—The term ‘recognized
built-in gain’ means any gain recognized during the recog-
nition period on the disposition of any asset to the extent
the new loss corporation establishes that—

_ “G) such asset was held by the old loss corporation
immediately before the change date, and

“ii) such gain does not exceed the excess of—

“D the fair market value of such asset on the
change date, over
p ‘t‘(II) the adjusted basis of such asset on such

ate.

“B) RECOGNIZED BUILT-IN LOSS.—The term ‘recognized
built-in loss’ means any loss recognized during the recogni-
tion period on the disposition of any asset except to the
extent the new loss corporation establishes that—

“0) such_asset was not held by the old loss corpora-
tion immediately before the change date, or

“(ii) such loss exceeds the excess of—

“D) the adjusted basis of such asset on the
change date, over
4 “D the fair market value of such asset on such

ate.
3) NET UNREALIZED BUILT-IN GAIN AND LOSS DEFINED.—

“lfA) NET UNREALIZED BUILT-IN GAIN AND LOSS.—

“Gi) IN GENERAL.—The terms ‘net unrealized built-in
gain’ and ‘net unrealized built-in loss’ mean, with re-
spect to any old loss corporation, the amount by
which—

“D the fair market value of the assets of such
corporation immediately before an ownership
change is more or less, respectively, than

“ID the aggregate adjusted basis of such assets
at such time.

“lit) SPECIAL RULE FOR REDEMPTIONS.—If a redemp-
tion occurs in connection with an ownership change,
determinations under clause (i) shall be made after
taking such redemption into account.

“(B) THRESHOLD REQUIREMENT.~—

“) If the amount of the net unrealized built-in gain
or net unrealized built-in loss (determined without
regard to this subparagraph) of any old loss corpora-
tion is not greater than 25 percent of the amount deter-
mined for purposes of subparagraph (A)i)I), the net
unrealized buili-in gain or net unrealized built-in loss
shall be zero.

“ii) CASH AND CASH ITEMS NOT TAKEN INTO AC-
COUNT.—In computing any net unrealized built-in gain
or net unrealized built-in loss under clause (i), there
shall not be taken into account—

“) any cash or cash item, or

“0I) any marketable security which has a value
which does not substantially differ from adjusted
basis.

£
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“(4) DISALLOWED LOSS TREATED AS A NET OPERATING LOSS.—If
a deduction for any portion of a recognized built-in loss is disal-
lowed for any post-change year, such portion—

“(A) shall be carried forward to subsequent taxable years
under rules similar to the rules for the carrying forward of
net operating losses, but

“‘B) shall be subject to limitation under this section in
the same manner as a pre-change loss.

“(5) SPECIAL RULES FOR POST-CHANGE YEAR WHICH INCLUDES
CHANGE DATE.—For purposes of subsection (b)(3)—

““tA) in applying subparagraph (A) thereof, taxable
income shall be computed without regard to recognized
built-in gains and losses, and gain described in paragraph
(1XC), for the year, and

“(B) in applying subparagraph (B) thereof, the section 382
limitation shall be computed without regard to recognized
built-in gains, and gain described in paragraph (1)XC), for
the year.

“(6) SECRETARY MAY TREAT CERTAIN DEDUCTIONS AS BUILT-IN
L0sSES.—The Secretary may by regulation treat amounts which
accrue on or before the change date but which are allowable as
a deduction after such date as recognized built-in losses.

“(?) RECOGNITION PERIOD, ETC.—

“(A) Recognrition pERIOD.—The term ‘recognition period’
means, with respect to any ownership change, the 5-year
Per“wd beginning on the change date.

B) RECOGNITION PERIOD TAXABLE YEAR.—The term ‘rec-
ognition period taxable year’ means any taxable year any

Jportion of which is in the recognition period.

(8) DETERMINATION OF FAIR MARKET VALUE IN CERTAIN
CASES.—If 80 percent or more in value of the stock of a corpora-
tion is acquired in I transaction (or in a series of related trans-
actions during any 12-month period), for purposes of determin-
ing the net unrealized built-in loss, the fair market value of the
assets of such corporation shall not exceed the grossed up
amount paid for such stock properly adjusted for indebtedness
of ‘t‘he corporation and other relevant items.

s ha(l‘? pgxzf;fézEE L;lXCHANGE.S OR TRANSFERS.—The Secretary
out the purpe such regulations as may be necessary to carry
poses of this subsection where property held on the

change date is transferred i 7 ' '
_ ] n a transaction where gain or loss is
not recognized (in whole or in part). &

(194
(1) TESTING PERIOD.— For purposes of this section—

“(1) 8-YEAR PERIOD.—Exc ; . } )
; . D.——Fxcept as otherwise provided in this sec-
Lo, the testing period is the J-year period ending on the day of

any owner shi 1 ; .
structure shi;lt_lf t involving a 5-percent shareholder or equity

19
(2) SHORTER PE
RIOD WHERE TH, .
SHIP CHANGE—IF thore ERE HAS BEEN RECENT OWNER

. . has been ;
th € i an ownership change under
Owlflei?;gonéhthe lesting period for determiningpwhethg:r a Ind
day fOllopwingn%ieh%;l occurred shall not begin before the Ist
change. ange date for such earlier ownership
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“(3) SHORTER PERIOD WHERE ALL LOSSES ARISE AFTER 3-YEAR
PERIOD BEGINS.—The testing period shall not begin before the
Ist day of the Ist taxable year from which there is a carryfor-
ward of a loss or of an excess credit to the 1st Dpost-change year.
Except as provided in regulations, this paragraph shall not
apply to any loss corporation which has a net unrealized built-
in loss (determined after application of subsection (h(3)B)).

_ “0) CHANGE DaTE.—For purposes of this section, the change date
js—

QU in the case where the last component of an ownership
change is an owner shift involving a 5-percent shareholder, the
date on which such shift occurs, and

“(2) in the case where the last component of an ownership
change is an equity structure shift, the date of the reorganiza-
tion.

“(k) DEFINITIONS AND SPECIAL RuLES.—For purposes of this sec-
tion—

“1) Loss corPORATION.—The term ‘loss corporation’ means a
corporation entitled to use a net operating loss carryover. Except
to the extent provided in regulations, such term includes any
corporation with a net unrealized built-in loss.

(2) OLp LoSs corRPORATION.—The term ‘old loss corporation’
means any corporation with respect to which there is an owner-
ship change—

“CtA) which (before the ownership change) was a loss cor-
poration, or

“(B) with respect to which there is a pre-change loss de-
scribed in subsection (d)X1)(B).

“(3) NEw L0SS CORPORATION.—The term ‘new loss corporation’
means a corporation which (after an ownership change) is a loss
corporation. Nothing in this section shall be treated as implying
that the same corporation may not be both the old loss corpora-
tion and the new loss corporation.

“t4) TaxaBrLe incomt.—Taxable income shall be computed
with the modifications set forth in section 172(d).

“(5) VALUuE.—The term ‘value’ means fair market value.

“(6) RULES RELATING TO STOCK.—

“CA) PREFERRED stock.—Except as provided in regula-
tions and subsection (e), the term ‘stock’ means stock other
than stock described in section 1504(a)(}).

‘““B) TREATMENT OF CERTAIN RIGHTS, ETC.—The Secretary
shall prescribe such regulations as may be necessary—

“G) to treat warrants, options, contracts to acquire
stock, convertible debt interests, and other similar in-
terests as stock, and

“(ii) to treat stock as not stock. .

“lC) DETERMINATIONS ON BASIS OF VALUE.—Determina-
tions of the percentage of stock of any corporation held by
any person shall be made on the basis of value.

“7) 5-PERCENT SHAREHOLDER.—The term ‘5-percent share-
holder’ means any person holding 5 percent or more of the stock
of the corporation at any time during the testing period.

“1) CErTAIN ADDITIONAL OPERATING RULES.—For purposes of
this section—
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‘1) CERTAIN CAPITAL CONTRIBUTIONS NOT TAKEN INTO AC-
COUNT.—

““A) IN GENERAL.—Any capital contribution received by
an old loss corporation as part of a plan a principal pur-
pose of which is to avoid or increase any limitation under
this section shall not be taken into account for purposes of
this section.

“(B) CERTAIN CONTRIBUTIONS TREATED AS PART OF
pLAN.—For purposes of subparagraph (A), any capital con-
tribution made during the 2-year period ending on the
change date shall, except as provided in regulations, be
treated as part of a plan described in subparagraph (A).

“(2) ORDERING RULES FOR APPLICATION OF SECTION.—

“CA) COORDINATION WITH SECTION 172(b) CARRYOVER
RULES.—In the case of any pre-change loss for any taxable
year (hereinafter in this subparagraph referred to as the
‘loss year’) subject to limitation under this section, for pur-
poses of determining under the 2nd sentence of section
172(b)(2) the amount of such loss which may be carried to
any taxable year, taxable income for any taxable year shall
be treated as not greater than—

“G) the section 882 limitation for such taxable year,
reduced by
“ii) the unused pre-change losses for taxable years
_ preceding the loss year.
Similar rules shall apply in the case of any credit or loss
subject to limitation under section 383.

“(B) ORDERING RULE FOR LOSSES CARRIED FROM SAME

TAXABLE YEAR.—In any case in which—
“6i) a pre-change loss of a loss corporation for any
taaf‘a.lgle Year is subject to a section 382 limitation, and
(i) a net operating loss of such corporation from
such taxable year is not subject to such limitation,
taxable income shall be treated as having been offset first
by the loss subject to such limitation.
67 OPERATING RULES RELATING TO OWNERSHIP OF STOCK.—
‘o (z;i) ConstrucTIVE ownERSHIP.—Section 318 (relating to
nstructive ownership of stock) shall apply in determining
owner. 3"}1}7 of stock, except that—
(i) paragraphs (1) and (5XB) of section 318(a) shall
%’t _C;ppf.iy and an individual and all members of his
shrc;llllybe ters;ﬂs(;dasu; padrqu-aph (1) of section 5’18?(1)
ing;f‘ this section individual for purposes of apply
pliey) Paragraph (2) of section 318(a) shall be ap-

“(D without regard to the 50 imitati
: ; -percent limitation
COT‘l‘Zzlz)ned in subparagraph (C) thléreof; and
ing stooh cept as provided in regulations, by treat-
hegl; d g;th‘ztgr?tl;'?te;‘i there}it_nder as no longer being
“Gii) paragraph (3)y 0}" om which attributed,
section 318, 1
only to the extent provided in regula(gi)c:zétaéilge epplied
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“Gv) except to the extent provided in regulations,
paragraph (4) of section 318(a) shall apply to an option
if such application results in an ownership change.

A rule similar to the rule of clause (iv) shall apply in the
case of any contingent purchase, warrant, convertible debt,
put, stock subject to a risk of forfeiture, contract to acquire
stock, or similar interests.

“UB) STOCK ACQUIRED BY REASON OF DEATH, GIFT, DI-
VORCE, SEPARATION, ETC.—If—

_ “(0) the basis of any stock in the hands of any person
is determined—

“(D under section 1014 (relating to Dproperty ac-
quired from a decedent),

“(D section 1015 (relating to property acquired
by a gift or transfer in trust), or

“AID section 1041(6)X2) (relating to transfers of
property between spouses or incident to divorce,

“Gi) stock is received by any person in satisfaction of
a right to receive a pecuniary bequest, or

“11) stock is acquired by a person pursuant to any
divorce or separation instrument (within the meaning
of section 71(b)(2),

such person shall be treated as owning such stock during
the period such stock was owned by the person from whom
it was acquired.

“CC) SPECIAL RULE FOR EMPLOYEE STOCK OWNERSHIP
PLANS.—

“G) IN GENERAL.—Except as provided in clause (i),
the acquisition of employer securities (within the mean-
ing of section 409(1) by—

“O a tax credit employee stock ownership plan
or an employee stock ownership plan (within the
meaning of section 4975(eX7)), or

“ID a participant of any such plan pursuant to
the requirements of section 409(h),

shall not be taken into account in determining whether
an ownership change has occurred.

“(ii) OWNERSHIP AND ALLOCATION REQUIREMENTS.—
Subclause (I) of clause (i) shall not apply to any acqui-
sition unless—

“() immediately after such acquisition the plan
holds stock meeting the requirements of section
1042(b)(2), except that such section shall be applied
by substituting ‘50 percent’ for ‘30 percent’, and

“(ID) the plan meets requirements similar to the
requirements of section 409(n).

“(D) CERTAIN CHANGES IN PERCENTAGE OWNERSHIP WHICH
ARE ATTRIBUTABLE TO FLUCTUATIONS IN VALUE NOT TAKEN
INTO ACCOUNT.—Except as provided in regulations, any
change in_proportionate ownership which is attributable
solely to fluctuations in the relative fair market values of
different classes of stock shall not be taken into account.

“(4) REDUCTION IN VALUE WHERE SUBSTANTIAL NONBUSINESS
ASSETS.—
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“A) IN GENERAL.—If, immediately after an ownership
change, the new loss corporation has substantial nonbusi-
ness assets, the value of the old loss corporation shall be re-

duced by the excess (if any) of— .
“Gi) the fair market value of the nonbusiness assets of

the old loss corporation, over

“i) the nonbusiness asset share of indebtedness for
which such corporation is liable.

“B) CORPORATION HAVING SUBSTANTIAL NONBUSINESS
AssETS.—For purposes of subparagraph (A)—

“;) IN gENERAL.—The old loss corporation shall be
treated as having substantial nonbusiness assets if at
least % of the value of the total assets of such corpora-
tion consists of nonbusiness assets.

“ij) EXCEPTION FOR CERTAIN INVESTMENT ENTI-
T1ES.—A regulated investment company to which part I
of subchapter M applies, a real estate investment trust
to which part II of subchapter M applies, or a real
estate mortgage pool to which part IV of subchapter M
applies, shall not be treated as a new loss corporation
having substantial nonbusiness assets.

“C) NONBUSINESS ASSETS.—For purposes of this para-
graph, the term ‘nonbusiness assets’ means assets held for
investment.

“D) NONBUSINESS ASSET SHARE.—For purposes of this
paragraph, the nonbusiness asset share of the indebtedness
of the corporation is an amount which bears the same ratio
to such indebtedness as—

“i) the fair market value of the nonbusiness assets of
the corporation, bears to

“(ii) the fair market value of all assets of such corpo-
ration.

“(E) TREATMENT OF SUBSIDIARIES.—For purposes of this
paragraph, stock and securities in any subsidiary corpora-
tion shall be disregarded and the parent corporation shall
be deemed to own its ratable share of the subsidiary’s
assets. For purposes of the preceding sentence, a corporation
shall be treated as a subsidiary if the parent owns 50 per-
cent or more of the combined voting power of all classes of
stock entitled to vote, and 50 percent or more of the total
value of shares of all classes of stock.

“(5) TrITLE 11 OR SIMILAR CASE.—

“ltA) IN GeENERAL.—Subsection (a) shall not apply to any
ownership change if—

“) the old loss corporation is (immediately before
such ownership change) under the jurisdiction of the
court in a title 11 or similar case, and

“Gii) the shareholders and creditors of the old loss
corporation (determined immediately before such own-
ership change) own (immediately after such ownership
change) stock of the new loss corporation (or stock of
controlling corporation if also in bankruptcy) which
meets the requirements of section 1504(a)2) (determined
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by substituting ‘50 percent’ for ‘80 percent’ each place it
appears).

“(B) REDUCTION FOR INTEREST PAYMENTS TO CREDITORS
BECOMING SHAREHOLDERS.—In any case to which subpara-
graph (A) applies, the net operating loss deduction under
section 172(a) for any post-change year shall be determined
as if no deduction was allowable under this chapter for the
interest paid or accrued by the old loss corporation on in-
debtedness which was converted into stock pursuant to title
11 or similar case during—

“() any taxable year ending during the 3-year period
preceding the taxable year in which the ownership
change occurs, and

“(11) the period of the taxable year in which the own-
ership change occurs on or before the change date.

“{C) REDUCTION OF CARRYFORWARDS WHERE DISCHARGE
OF INDEBTEDNESS.—In any case to which subparagraph (A)
applies, the pre-change losses and excess credits (within the
meaning of section 383(a)2) which may be carried to a
post-change year shall be computed as if 50 percent of the
amount which, but for the application of section
108(e)10)(B), would have been includible in gross income
for any taxable year had been so included.

“‘D) SECTION 382 LIMITATION ZERQ IF ANOTHER CHANGE
WITHIN 2 YEARS.—If, during the 2-year period immediately
following an ownership change to which this paragraph ap-
plies, an ownership change of the new loss corporation
occurs, this paragraph shall not apply and the section 382
limitation with respect to the 2nd ownership change for
any post-change year ending after the change date of the
2nd ownership change shall be zero.

‘“(E) ONLY CERTAIN STOCK OF CREDITORS TAKEN INTO AC-
count.—For purposes of subparagraph (A)ii), stock trans-
ferred to a creditor in satisfaction of indebtedness shall be
taken into account only if such indebtedness—

“G) was held by the creditor at least 18 months
before the date of the filing of the title 11 or similar
case, or )

“Gii) arose in the ordinary course of the trade or busi-
ness of the old loss corporation and is held by the
person who at all times held the beneficial interest in
such indebtedness.

““F) SPECIAL RULE FOR CERTAIN FINANCIAL INSTITU-
TIONS.— ]

“G) IN GENERAL.—In the case of any ownership
change to which this subparagraph applies, this para-
graph shall be applied— .

“) by substituting ‘20 percent’ for ‘50 percent’in
subparagraph (AJ)ii), and

“TID) without regard to subparagraphs (B) and
C.

“ i(i) SPECIAL RULE FOR DEPOSITORS.—For purposes of
applying this paragraph to an ownership change to
which this subparagraph applies—
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“I) a depositor in the old loss corporation shall
be treated as a stockholder in such loss corporation
immediately before the change, '

“TI) deposits which, after the change, become de-
posits of the new loss corporation shall be treated
as stock of the new loss corporation, and

“qII) the fair market value of the outstanding
stock of the new loss corporation shall include de-
posits described in subclause (ID).

“Gii) CHANGES TO WHICH SUBPARAGRAPH APPLIES.—
This subparagraph shall apply to—

“(I) an equity structure shift which is a reorgani-
zation described in section 368(a)(3)(D)ii), or

“II) any other equity structure shift (or transac-
tion to which section 351 applies) which occurs as
an integral part of a transaction involving a
change to which subclause (I) applies.

This subparagraph shall not apply to any equity struc-
ture shift or transaction occurring after December 31,
1988.

“Q@) TiTLE 11 OR SIMILAR CASE.—For purposes of this
paragraph, the term ‘title 11 or similar case’ has the mean-
ing given such term by section 368(a)3)(A).

“’H) ELECTION NOT TO HAVE PARAGRAPH APPLY.—A new
loss corporation may elect, subject to such terms and condi-
tions as the Secretary may prescribe, not to have the provi-
sions of this paragraph apply.

“6) SPECIAL RULE FOR INSOLVENCY TRANSACTIONS.—If para-
graph (5) does not apply to any reorganization described in sub-
paragraph (G) of section 368(a)l) or any exchange of debt for
stock in a title 11 or similar case (as defined in section
368(a)(3)(A)), the value under subsection (e) shall be the value of
the new loss corporation immediately after the ownership
change.

“(7) COORDINATION WITH ALTERNATIVE MINIMUM TAX.—The
Secretary shall by regulation provide for the application of this
section to the alternative tax net operating loss deduction under
section 56(d).

“tm) RecuLaTIONS.—The Secretary shall prescribe such regula-
fions as may be necessary or appropriate to carry out the purposes of
ihzs section and section 383, including (but not limited to) regula-
ions—

“(1) providing for the application of this section and section
388 u{herg an ownership change with respect to the old loss cor-
poration is followed by an ownership change with respect to the
new loss corporation, and

(2) providing for the application of this section and section
5’&“;: in the case of a short taxable year,

(3) providing for such adjustments to the application of this
section and section 383 as is necessary to prevent the avoidance
of the purposes of this section and section 383, including the
avoidance of such purposes through the use of related persons,
pass-thru entities, or other intermediaries,



I-191

“(4) providing for the treatment of corporate contractions as
redemptions for purposes of subsections (eX2) and (h)S)XA), and
“5) providing for the application of subsection (g)4) where
there is only 1 corporation involved.”
(b) AMENDMENT OF SECTION 383.—Section 383 (relating to special
limitations on unused investment credits, elc.) is amended to read
as follows:

“SEC. 383. SPECIAL LIMITATIONS ON CERTAIN EXCESS CREDITS, ETC.

“(a) Excess CREDITS.—

“1) IN GENERAL.—Under regulations, if an ownership change
occurs with respect to a corporation, the amount of any excess
credit for any taxable year which may be used in any post-
change year shall be limited to an amount determined on the
basis of the tax liability which is attributable to so much of the
taxable income as does not exceed the section 382 limitation for
such post-change year to the extent available after the applica-
tion of section 382 and subsections (b) and (c) of this section.

“(2) Excess crREDIT.—For purposes of paragraph (1), the term
‘excess credit’ means— .

“tA) any unused general business credit of the corpora-
tion under section 39, and

“(B) any unused minimum tax credit of the corporation
under section 53.

“b) LiMrtaTtioN oN NET CAPrrar Loss.—If an ownership change
occurs with respect to a corporation, the amount of any net capital
loss under section 1212 for any taxable year before the Ist post-
change year which may be used in any post-change year shall be
limited under regulations which shall be based on the principles ap-
plicable under section 382. Such regulations shall provide that any
such net capital loss used in a post-change year shall reduce the sec-
tion 882 limitation which is applied to pre-change losses under sec-
tion 382 for such year.

“lc) ForricN Tax Crepirs.—If an ownership change occurs with
respect to a corporation, the amount of any excess foreign taxes
under section 904(c) for any taxable year before the Ist post-change
taxable year shall be limited under regulations which shall be con-
sistent with purposes of this section and section 382.

“‘d) PRo RaTioN RULES FOR YEAR WHICH INCLUDES CHANGE.—
For purposes of this section, rules similar to the rules of subsections
(6)3) and (@)I(B) of section 382 shall apply.

“le) DeFINITIONS.—Terms used in this section shall have the same
respective meanings as when used in section 382, except that appro-
priate adjustments shall be made to take into account that the limi-
tations of this section apply to credits and net capital losses.”

(¢) CONFORMING AMENDMENTS.— .

(1) Paragraph (5) of section 318(b) is amended by striking out
“section 38%(a)8)” and inserting in lieu thereof ‘section
382()(3)”..

(9) The table of sections for part V of subchapter C of chapter
1 is amended— ) i

(A) by striking out the item relating to section 382 and
inserting in lieu thereof the following new item:
“Sec. 989. Limitation on net operating loss carryforwards and certain
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built-in losses following ownership change.”,

and ) ] )
(B) by striking out the item relating to section 383 and

inserting in lieu thereof the following new item:
“Sec. 383. Special limitations on certain excess credits, etc.”.

(d) REPOrT ON DEPRECIATION AND BuiLt-IN DEDUCTIONS; REPORT
oN Bankruprcy Workours.—The Secretary of the Treasury or his
delegate—

# (1) shall, not later than January 1, 1989, conduct a study and
report to the Committee on Ways and Means of the House of
Representatives and the Committee on Finance of the Senate
with respect to the treatment of depreciation, amortization, de-
pletion, and other built-in deductions for purposes of sections
382 and 383 of the Internal Revenue Code of 1986 (as amended
by this section), and

(%) shall, not later than January 1, 1988, conduct a study and
report to the committees referred to in paragraph (1) with re-
spect to the treatment of informal bankruptcy workouts for pur-
poses of sections 108 and 382 of such Code.

(e) REPEAL OF CHANGES MADE BY Tax REFOrRM AcT OF 1976, —

(1) Subsections (e) and () of section 806 of the Tax Reform
Act of 1976 (including the amendment treated as part of such
subsections under section 59(b) of the Tax Reform Act of 1984)
are hereby repealed.

(2) Subsection (g) of such section 806 is amended by striking
out paragraphs (2) and (3).

() EFFECTIVE DATES.—

(1) IN GENERAL.—The amendments made by subsections (a),
(b), and (c) shall apply to any ownership change following—

(A) an owner shift involving a 5-percent shareholder oc-
curring after December 31, 1986, or

(B) an equity structure shift occurring pursuant to a plan
of reorganization adopted after December 31, 1986.

(2) FOR AMENDMENTS TO TAX REFORM ACT OF 1976.—

(A) IN GENERAL.—The repeals made by subsection (e)1)
and the amendment made by subsection (e)(2) shall take
effect on January 1, 1986.

(B) ELECTION TO HAVE AMENDMENTS APPLY.—

@) If a taxpayer described in clause (ii) elects to have
the provisions of this subparagraph apply, the amend-
ments made by subsections (e) and (f) of section 806 of
the Tax Reform Act of 1976 shall apply to the reorga-
nization described in clause (ii).

(ii) A taxpayer is described in this clause if the tax-
payer filed a title 11 or similar case on December 8,
1981, filed a plan of reorganization on February 8,
1986, filed an amended plan on March 14, 1986, and
recetved court approval for the amended plan and dis-
closure statement on April 16, 1986

(C) APPLICATION OF OLD RULES TO CERTAIN DEBT.—In the
case of debt of a corporation incorporated in Colorado on
November 8, 1924, with headguarters in Denver, Colorado—
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(1) the amendments made by subsections (a), (b), and
(c) shall not apply to any debt restructuring of such
debt which was approved by the debtor’s Board of Di-
rectors and the lenders in 1986, and

(i1) the amendments made by subsections (e) and ()
of section 806 of the Tax Reform Act of 1976 (including
the amendment treated as part of such subsections
under section 59(b) of the Tax Reform Act of 1984)
shall apply to such debt restructuring.

(D) SPECIAL RULE FOR OIL AND GAS WELL DRILLING BUSI-
NESS.—In the case of a Texas corporation incorporated on
July 23, 1935, in applying section 382 of the Internal Reve-
nue Code of 1986 (as in effect before and after the amend-
ments made by subsections (a), (b), and (c)) to a loan restruc-
turing agreement during 1985, section 382(a)(5)XC) of the In-
ternal Revenue Code of 1954 (as added by the amendments
made by subsections (e) and (f) of section 806 of the Tax
Reform Act of 1976) shall be applied as if it were in effect
with respect to such restructuring or reorganization.

(3) TeESTING PERIOD.—For purposes of determining whether
there is an ownership change after December 31, 1986, the test-
ing period shall not begin before the later of—

(A) May 6, 1986, or

(B) in the case of an ownership change which occurs after
May 5, 1986, and to which the amendments made by sub-
sections (a), (b), and (¢) do not apply, the first day following
the date on which such ownership change occurs.

(4) SPECIAL TRANSITION RULES.—The amendments made by
subsections (a), (b), and (c) shall not apply to any—

(A) stock-for-debt exchanges and stock sales made pursu-
ant to a plan of reorganization with respect to a petition for
reorganization filed by a corporation under chapter 11 of
title 11, United States Code, on August 26, 1982, and which
filed with a United States district court a first amended
and related plan of reorganization before March 1, 1986, or

(B) ownership change of a Delaware corporation incorpo-
rated in August 1983, which may result from the exercise of
put or call option under an agreement entered into on Sep-
tember 14, 1983, but only with respect to taxable years be-
ginning after 1991 regardless of when such ownership
change takes place.

Any regulations prescribed under section 382(g)(3)B) of the In-
ternal Revenue Code of 1986 (as amended by subsection (o)
shall not apply with respect to domestic building and loan tra-
sactions for any period before January 1, 1989.

(5) BANKRUPTCY PROCEEDINGS.—In the case of a reorganiza-
tion described in subparagraph (G) of section 368(a)1) of the In-
ternal Revenue Code of 1986 or an exchange of debt for stock in
a title 11 or similar case, as defined in section 368(a)3) of such
Code, the amendments made by subsections (a), (b), and (c) shall
not apply to any ownership change resulting from such a reor-
ganization or proceeding if a petition in such case was filed
with the court before August 14, 1986.
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(6) CErTAIN PLANS.—The amendments made by subsections
(@), (b), and (c) shall not apply to any ownership change with
respect to— ) .

(A) the acquisition of a corporation the stock of which is
acquired pursuant to a plan of divestiture which identified
such corporation and its assets, and was agreed to by the
board of directors of such corporation’s parent corporation
on May 17, 1985,

(B) a merger which occurs pursuant to a merger agree-
ment (entered into before September 24, 1985) and an appli-
cation for approval by the Federal Home Loan Bank Board
was filed on October 4, 1985,

(C) a reorganization involving a party to a reorganization
of a group of corporations engaged in enhanced oil recovery
operations in California, merged in furtherance of a plan of
reorganization adopted by a board of directors vote on Sep-
tember 24, 1985, and a Delaware corporation whose princi-
pal oil and gas producing fields are located in California,
or

(D) the conversion of a mutual savings and loan associa-
tion holding a Federal charter dated March 22, 1985, to a
stock savings and loan association pursuant to the rules
and regulations of the Federal Home Loan Bank Board.

(7) OWNERSHIP CHANGE OF REGULATED AIR CARRIER.—The
amendments made by subsections (a), (b), and (¢) shall not apply
to an ownership change of a regulated air carrier if—

(A) on July 16, 1986, at least 40 percent of the outstand-
ing common stock (excluding all preferred stock, whether or
not convertible) of such carrier had been acquired by the
parent corporation referred to in section 203(d)X13)XB), and

(B) the acquisition (by or for such parent corporation) or
retirement of the remaining common stock of such carrier is
completed before the later of March 31, 1987, or 90 days
after the requisite governmental approvals are finally
granted,

but only if the ownership change occurs on or before the later of
March 31, 1987, or such 90th day. The aggregate reduction in
tax for any taxable year by reason of this paragraph shall not
exceed $10,000,000. The testing period for determining whether
a subsequent ownership change has occurred shall not begin
before the Ist day following an ownership change to which this
paragraph applies.

(8) The amendments made by subsections (a), (b), and (c) shall
not apply to any ownership change resulting from the conver-
sion of a Minnesota mutual savings bank holding a Federal
charter dated December 31, 1985, to a stock savings bank pursu-
ant to the rules and regulations of the Federal Home Loan
Bank Board, and from the issuance of stock pursuant to that
conversion to a holding company incorporated in Delaware on
February 21, 1984. For purposes of determining whether any
ownership change occurs with respect to the holding company
or any subsidiary thereof (whether resulting from the transac-
tion described in the preceding sentence or otherwise), any issu-
ance of stock made by such holding company in connection with
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the transaction described in the preceding sentence shall not be
taken into account.

(9 DEFINITIONS.—Except as otherwise provided, terms used in
this subsection shall have the same meaning as when used in
section 382 of the Internal Revenue Code of 1986 (as amended
by this section).

Subtitle D—Recognition of Gain and Loss on
Distributions of Property in Liquidation

SEC. 631. RECOGNITION OF GAIN AND LOSS ON DISTRIBUTIONS OF PROPER-
TY IN LIQUIDATION.

(a) GENERAL Rure.—Subpart B of part II of subchapter C (relat-
ing to effects on corporation) is amended by striking out sections 336
and 337 and inserting in lieu thereof the following:

“SEC. 336. GAIN OR LOSS RECOGNIZED ON PROPERTY DISTRIBUTED IN
COMPLETE LIQUIDATION,

“la) GENERAL RULE.—Except as otherwise provided in this section
or section 337, gain or loss shall be recognized to a liguidating cor-
poration on the distribution of property in complete liqguidation as if
such property were sold to the distributee at its fair market value.

“(b) TREATMENT OF LIABILITIES IN ExCESS oF Basis.—If any prop-
erty distributed in the liquidation is subject to a liability or the
shareholder assumes a liability of the ligquidating corporation in
connection with the distribution, for purposes of subsection (a) and
section 337, the fair market value of such property shall be treated
as not less than the amount of such liability.

“lc) Exceprion FOR CERTAIN LiQuIDATIONS TO WHICH PART IIT
APpPLIES.—This section shall not apply with respect to any distribu-
tion of property to the extent there is nonrecognition of gain or loss
with respect to such property to the recipient under part 111

“(d) Limrrations oN REcoGniTIiON OF LOSS.—

‘1) No LOSS RECOGNIZED IN CERTAIN DISTRIBUTIONS TO RE-
LATED PERSONS.—

“(A) IN GENERAL.—No loss shall be recognized to a liqui-
dating corporation on the distribution of any property to a
related person (within the meaning of section 267) if—

“G) such distribution is not pro rata, or
“(ii) such property is disqualified property.

“B) DISQUALIFIED PROPERTY.—For purposes of subpara-
graph (A), the term ‘disqualified property’ means any prop-
erty which is acquired by the liquidating corporation in a
transaction to which section 351 applied, or as a contribu-
tion to capital, during the 5-year period ending on the date
of the distribution. Such term includes any property if the
adjusted basis of such property is determined (in whole or
in part) by reference to the adjusted basis of property de-
scribed in the preceding sentence.

“9) SPECIAL RULE FOR CERTAIN PROPERTY ACQUIRED IN CER-
TAIN CARRYOVER BASIS TRANSACTIONS.— o

‘“A) IN GENERAL.—For purposes of determining the

amount of loss recognized by any liquidating corporation
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on any sale, exchange, or distribution of property described
in subparagraph (B), the adjusted basis of such property
shall be reduced (but not below zero) by the excess (if any)

“G) the adjusted basis of such property immediately
after its acquisition by such corporation, over

“(i) the fair market value of such property as of such
time.

“B) DESCRIPTION OF PROPERTY.—

“3) IN GENERAL.—For purposes of subparagraph (4),
property is described in this subparagraph if—

“T) such property is acquired by the liguidating
corporation in a transaction to which section 351
applied or as a contribution to capital, and

“TI) the acquisition of such property by the lig-
uidating corporation was part of a plan a princi-
pal purpose of which was to recognize loss by the
liquidating corporation with respect to such prop-
erty in connection with the liquidation.

Other property shall be treated as so described if the
adjusted basis of such other property is determined (in
whole or in part) by reference to the adjusted basis of
property described in the preceding sentence.

“ii) CERTAIN ACQUISITIONS TREATED AS PART OF
pLAN.—For purposes of clause (i), any property de-
seribed in clause G)XI) acquired by the liguidating cor-
poration during the 2-year period ending on the date of
the adoption of the plan of complete liquidation shall,
except as provided in regulations, be treated as part of
a plan described in clause ()ID).

““C) RECAPTURE IN LIEU OF DISALLOWANCE.—The Secre-
tary may prescribe regulations under which, in lieu of dis-
allowing a loss under subparagraph (A) for a prior taxable
year, the gross income of the liquidating corporation for the
taxable year in which the plan of complete liquidation is
(lzdopted shall be increased by the amount of the disallowed

0ss.
“63) SPECIAL RULE IN CASE OF LIQUIDATION TO WHICH SECTION
332 APPLIES.—In the case of any liquidation to which section
332 applies, no loss shall be recognized to the liquidating corpo-
ration on any distribution in such liquidation.
“le) CERTAIN STOCK SALES AND DISTRIBUTIONS MAY BE TREATED
zt4s A._s';ET TrANSFERS.—Under regulations prescribed by the Secre-
ary, if—
“1) a porporation owns stock in another corporation meeting
the‘ requirements of section 1504(a)?), and
“(%) such corporation sells, exchanges, or distributes all of
such stock,
sych corporation may elect to treat such sale, exchange, or distribu-
tion as a disposition of all of the assets of such other corporation,
an_d no gain or loss shall be recognized on the sale, exchange, or dis-
tribution of such stock.
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“SEC. 337. NONRECOGNITION FOR PROPERTY DISTRIBUTED TO PARENT IN
COMPLETE LIQUIDATION OF SUBSIDIARY.

“(a) INn GENERAL.—No gain or loss shall be recognized to the lig-
uidating corporation on the distribution to the 80-percent distributee
o); any property in a complete liquidation to which section 332 ap-
plies.

“(b) TREATMENT OF INDEBTEDNESS OF SUBSIDIARY, ETC.—

“(1) INDEBTEDNESS OF SUBSIDIARY TO PARENT.—If—
“lA) a corporation is liqguidated in a liquidation to which
section 332 applies, and
“(B) on the date of the adoption of the plan of liquida-
tion, such corporation was indebted to the 80-percent dis-
tributee,
for purposes of this section and section 336, any transfer of
property to the 80-percent distributee in satisfaction of such in-
debtedness shall be treated as a distribution to such distributee
in such liquidation.
“(9) TREATMENT OF TAX-EXEMPT DISTRIBUTEE.—
“CéA) In GENERAL.—Except as provided in subparagraph
(B), paragraph (1) and subsection (a) shall not apply where
the 80-percent distributee is an organization (other than a
cooperative described in section 521) which is exempt from
the tax imposed by this chapter.
“YB) EXCEPTION WHERE PROPERTY WILL BE USED IN UNRE-
LATED BUSINESS.—

“() IN GENERAL.—Subparagraph (A) shall not apply
to any distribution of property to an organization de-
scribed in section 511(a)2) or 511(bX2) if, immediately
after such distribution, such organization uses such
property in an unrelated trade or business (as defined
in section 513).

“(ii) LATER DISPOSITION OR CHANGE IN USE.—If any
property to which clause (i) applied is disposed of by
the organization acquiring such property, notwith-
standing any other provision of law, any gain (not in
excess of the amount not recognized by reason of clause
(i) shall be included in such organization’s unrelated
business taxable income. For purposes of the preceding
sentence, if such property ceases to be used in an unre-
lated trade or business of such organization, such orga-
nization shall be treated as having disposed of such
property on the date of such cessation.

“lc) 80-PERCENT DISTRIBUTEE.—For purposes of this section, the
term ‘80-percent distributee’ means only the corporation which meets
t1;;_‘{1?62(1;5’0—percent stock ownership requirements specified in section

).

“ld) ReGUuLATIONS.—The Secretary shall prescribe such regula-
tions as may be necessary or appropriate to carry out the purposes of
the amendments made to this subpart by the Tax Reform Act of
1986, including— )

“01) regulations to ensure that such purposes may not be cir-
cumvented through the use of any provision of law or regula-
tions (including the consolidated return regulations and part
IIT of this subchapter), and
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“9) regulations providing for appropriate coordination of the
provisions of this section with the provisions of this title relat-
ing to taxation of foreign corporations and their shareholders.”

(b) AMENDMENTS TO SECTION 338.—

(1) Subsection (a) of section 338 (relating to certain stock pur-
chases treated as asset acquisitions) is amended by striking out
“to which section 337 applies’.

(2) Subsection (c) of section 338 is hereby repealed.

(3) Subparagraph (B) of section 338(hX1 0) is amended by
adding at the end thereof the following new sentence:

“Ty the extent provided in regulations, such term also in-
cludes any affiliated group of corporations which includes
the target corporation (whether or not such group files a
consolidated return).”

(c) TREATMENT OF DISTRIBUTIONS OF APPRECIATED PROPERTY.—
Section 311 is amended to read as follows:

“SEC. 311. TAXABILITY OF CORPORATION ON DISTRIBUTION.

“(a) GENERAL RuLE.—Except as provided in subsection ), no
gain or loss shall be recognized to a corporation on the distribution,
with respect to its stock, of—

“1) its stock (or rights to acquire its stock), or

“(2) property.

“b) DISTRIBUTIONS OF APPRECIATED PROPERTY.—

“(1) IN GENERAL.—If—

“CA) a corporation distributes property (other than an ob-
ligation of such corporation) to a shareholder in a distribu-
tion to which subpart A applies, and

“(B) the fair market value of such property exceeds its ad-
Justed basis (in the hands of the distributing corporation),

then gain shall be recognized to the distributing corporation as
if 7uch property were sold to the distributee at its fair market
value.

(%) TREATMENT OF LIABILITIES IN EXCESS OF BASIS.—Rules
similar to the rules of section 336(b) shall apply for purposes of
this subsection.”

(d) TREATMENT OF FOREIGN DISTRIBUTEES.—

(1) AMENDMENTS TO SECTION 367.—Subsection (e) of section
367 is amended to read as follows:

“le) TREATMENT OF DISTRIBUTIONS DESCRIBED IN SECTION 355 OR
LiQuipatioNns UNDER SECTION 332.—

‘(1) DISTRIBUTIONS DESCRIBED IN SECTION 355.—In the case of
any distribution described in section 355 (or so much of section
856 as relates to section 355) by a domestic corporation to a
person who is not a United States person, to the extent provided
in regulations, gain shall be recognized under principles similar
to the principles of this section.

' “(Z) L{QUIDATIONS UNDER SECTION 332.—In the case of any
liqguidation to which section 332 applies, except as provided in
regulations, subsections (a) and (b)1) of section 337 shall not
apply where the 80-percent distributee (as defined in section
337(c) is a foreign corporation.”

(9) AMENDMENTS TO SECTION 1248.—
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(A)‘ ‘Subsection (e) of section 1248 is amended by striking
out “Under regulations” and inserting in lieu thereof
“Except as provided in regulations”.

(B) Subsection (f) of section 1248 is amended by inserting
“Except as provided in regulations prescribed by the Secre-
tary—"" after the subsection heading.

(e) TecHNICAL AND CONFORMING AMENDMENTS.—
(1) Paragraph (}) of section 312(n) (as redesignated by title
XVIID is amended to read as follows:
“(4) LIFO INVENTORY ADJUSTMENTS. —

“tA) INn GENERAL.—Earnings and profits shall be in-
creased or decreased by the amount of any increase or de-
crease in the LIFO recapture amount as of the close of each
taxable year; except that any decrease below the LIFO re-
capture amount as of the close of the taxable year preceding
the Ist taxable year to which this paragraph applies to the
taxpayer shall be taken into account only to the extent pro-
vided in regulations prescribed by the Secretary.

“‘B) LIFO RECAPTURE AMOUNT.—For purposes of this
paragraph, the term ‘LIFO recapture amount’ means the
amount (if any) by which—

“G) the inventory amount of the inventory assets
under the first-in, first-out method authorized by sec-
tion 471, exceeds

“Gi) the inventory amount of such assets under the
LIFO method.

“C) DEFINITIONS.—For purposes of this paragraph—

“t) LIFO meTHOD.—The term ‘LIFO method’ means
the method authorized by section 472 (relating to last-
in, first-out inventories).

“tii) INVENTORY ASSETS.—The term ‘inventory assets’
means stock in trade of the corporation, or other prop-
erty of a kind which would properly be included in the
inventory of the corporation if on hand at the close of
the taxable year.

“tiii) INVENTORY AMOUNT.—The inventory amount of
assets under the first-in, first-out method authorized by
section 471 shall be determined—

“) if the corporation uses the retail method' of
valuing inventories under section 472, by using
such method, or _

“UID) if subclause (I) does not apply, by using cost
or market, whichever is lower.”

(2) Subsection (c) of section 332 is hereby repealed.

(3) Section 333 is hereby repealed. .

(4)(A) Subsection (a) of section 334 is amended by s]frzlg,zng out
“Other than a distribution to which section 333 applies)”.

(B) Subsection (c) of section 38} is hereby repealed.

(5) Paragraph (12) of section 338(h) is hereby repealed.

(6)(A) Subsection (e) of section 341 is amended by striking out
paragraphs (2), (3), and (}). ,

(B) Paragraph (5) of section 341(e) is amended— . ‘

(i) by striking out “paragraphs (1), (2), and (4)” and in-

s

serting in lieu thereof ‘paragraph (1)’ and
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(ii) by striking out subparagraph (B).

(7) Subsection (b) of section 346 is amended by striking out
“337,".

(8)(A) Subparagraphs (A) and (B) of section 453(h)(1) (relating
to use of installment sales in section 337 liquidations) are
amended to read as follows:

“A) In GENERAL.—If, in a liquidation to which section
331 applies, the shareholder receives (in exchange for the
shareholder’s stock) an installment obligation acquired in
respect of a sale or exchange by the corporation during the
12-month period beginning on the date a plan of complete
liquidation is adopted and the liquidation is completed
during such 12-month period, then, for purposes of this sec-
tion, the receipt of payments under such obligation (but not
the receipt of such obligation) by the shareholder shall be
treated as the receipt of payment for the stock.

“(B) OBLIGATIONS ATTRIBUTABLE TO SALE OF INVENTORY
MUST RESULT FROM BULK SALE.—Subparagraph (A) shall
not apply to an installment obligation acquired in respect
of a sale or exchange of—

“li) stock in trade of the corporation,

“li) other property of a kind which would properly
be included in the inventory of the corporation if on
hand at the close of the taxable year, and

“Giti) property held by the corporation primarily for
sale to customers in the ordinary course of its trade or
business,

unless such sale or exchange is to one person and involves
substantially all of such property attributable to a trade or
business of the corporation.’

(B) Subparagraph (E) of section 453(h)(1) is amended to read
as follows:

“(E) SALES BY LIQUIDATING SUBSIDIARIES.—For purposes
of subparagraph (A), in the case of a controlling corporate
shareholder (within the meaning of section 368(c)1) of a
selling corporation, an obligation acquired in respect of a
sale or exchange by the selling corporation shall be treated
as so acquired by such controlling corporate shareholder.
The preceding sentence shall be applied successively to each
controlling corporate shareholder above such controlling
corporate shareholder.”

O The heading for section 453(h) is amended by striking out
SECTION 337" and inserting in lieu thereof “CERTAIN”,

. (9) Subsection (d) of section 453B is amended to read as fol-
ows:

“(d) EFFECT OF DISTRIBUTION IN LIQUIDATIONS TO WHICH SECTION
332 APPLIES.—If—

(1) an installment obligation is distributed in a liquidation
to which section 332 (relating to complete liquidations of sub-
szc{‘zarles) appl_Les, and

(2) the basis of such obligation in the hands of the distribu-
tee is dgtermzned under section 334(b)(1),

then no gain or loss with respect to the distribution of such obliga-
tion shall be recognized by the distributing corporation.”
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(10) Paragraph (5) of section 467(c) is amended by striking out
“453Bd)(2),"".

(11) Subsection (b) of section 852 is amended by adding at the
end thereof the following new paragraph:

“(6) SectIiON 311(b) NOT TO APPLY TO CERTAIN DISTRIBU-
TI0NS.—Section 311(b) shall not apply to any distribution by a
regulated investment company to which this part applies, if
such distribution is in redemption of its stock upon the demand
of the shareholder.”

(12) Subsection (d) of section 897 is amended—

(A) by striking out paragraph (2),

(B) by striking out the heading for paragraph (1),

(C) by appropriately redesignating each subparagraph,
clause, and subclause of paragraph (1) as a paragraph, sub-
paragraph, or clause, as the case may be,

(D) by striking out ‘“subparagraph (A)” in paragraph (%)
(as so redesignated) and inserting in lieu thereof ‘para-
graph (1)”, and .

(E) by striking out “, Etc.,” in the subsection heading.

(18) Subsection (a) of section 1056 is amended by striking out
the last sentence thereof.

(14) Paragraph (2) of section 1255(b) is amended by striking
out “453B(d)2)”.

(15) Paragraph (3) of section 1276(c) is amended by striking
out “334c),”.

(16) The table of sections for subpart A of part II of subchap-
ter C of chapter 1 is amended by striking out the item relating
to section 333.

(17) The table of sections for subpart B of part II of subchap-
ter C of chapter 1 is amended by striking out the items relating
to sections 336 and 337 and inserting in licu thereof the follow-
ing:

“Sec. 836. Gain or loss recognized on property distributed in complete
liquidation.

“Sec. 337. Nonrecognition for property distributed to parent in com-
plete liquidation of subsidiary.”

SEC. 632. TREATMENT OF C CORPORATIONS ELECTING SUBCHAPTER S

STATUS.
(@) GENERAL RULE.—Section 137} (relating to tax imposed on cer-

tain capital gains) is amended to read as follows:
“SEC. 1374. TAX IMPOSED ON CERTAIN BUILT-IN GAINS.

“la) GENERAL RuLe.—If for any taxable year beginning in the rec-

ognition period an S corporation has a recognized {Juilt—in gain,
there is hereby imposed a tax (computed under subsection (b)) on the
income of such corporation for such taxable year.

“b) AmounT oF Tax.—
“(1) In GENERAL.—The tax imposed by subsection (a) shall be
a tax computed by applying the highest rate of tax specified in
section 11(b) to the lesser of— '
“(A) the recognized built-in gains of the S corporation for
the taxable year, or
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““B) the amount which would be the taxable income of
the corporation for such taxable year if such corporation
were not an S corporation.

“9) NET OPERATING LOSS CARRYFORWARDS FROM C YEARS AL-
LowED.—Notwithstanding section 1371(b)(1), any net operating
loss carryforward arising in a taxable year for which the corpo-
ration was a C corporation shall be allowed as a deduction
against the lesser of the amounts referred to in subparagraph
(A) or (B) of paragraph (1). For purposes of determining the
amount of any such loss which may be carried to subsequent
taxable years, the lesser of the amounts referred to in subpara-
graph (A) or (B) of paragraph (1) shall be treated as taxable
income.

“(3) CREDITS.—

“(A) IN GENERAL.—Except as provided in subparagraph
(B), no credit shall be allowable under part IV of subchap-
ter A of this chapter (other than under section 34) against
the tax imposed by subsection (a).

“(B) BUSINESS CREDIT CARRYFORWARDS FROM C YEARS AL-
LoweD.—Notwithstanding section 1371(b)1), any business
credit carryforward under section 39 arising in a taxable
year for which the corporation was a C corporation shall be
allowed as a credit against the tax imposed by subsection
(a) in the same manner as if it were imposed by section 11.

“(4) COORDINATION WITH SECTION 1201(a).—For purposes of
section 1201(a)—

~ "(A) the tax imposed by subsection (a) shall be treated as
if it were imposed by section 11, and

“(B) the lower of the amounts specified in subparagraphs

(A) and (B) of paragraph (1) shall be treated as the taxable
income.

“lc) LIMITATIONS.—

“1) CORPORATIONS WHICH WERE ALWAYS S CORPORATIONS.—
Subsection (a) shall not apply to any corporation if an election
under section 1362(a) has been in effect with respect to such cor-
poration for each of its taxable years. Except as provided in reg-
ulations, an S corporation and any predecessor corporalion
shall be treated as 1 corporation for purposes of the preceding
sentence.

“(9) LIMITATION ON AMOUNT OF RECOGNIZED BUILT-IN
GAINS.—The amount of the recognized built-in gains taken into
account under this section for any taxable year shall not exceed
the excess (if any) of—

::(A) the net unrealized built-in gain, over
(B) the recognized built-in gains for prior taxable years
. beginning in the recognition period.

o n{d) DEFINITIONS AND SPECIAL RuULEs.—For purposes of this sec-
) Ner UNREALIZED BUILT-IN GAIN.—The term ‘net unreal-
ized bu‘flt-m gain’ means the amount (if any) by which—

“A) the fair market value of the assets of the S corpora-
tion as of the beginning of its Ist taxable year for which an
election under section 136%a) is in effect, exceeds
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“(B) the aggregate adjusted bases of such assets at such
time.

“(%) RECOGNIZED BUILT-IN GAIN.—The term ‘recognized built-
in gain’ means any gain recognized during the recognition
period on the disposition of any asset except to the extent that
the S corporation establishes that—

“(A) such asset was not held by the S corporation as of
the beginning of the Ist taxable year referred to in para-
graph (1), or

“(B) such gain exceeds the excess (if any) of—

“G) the fair market value of such asset as of the be-
ginning of such Ist taxable year, over
“i1) the adjusted basis of the asset as of such time.

‘9 Recoenrtion PERIOD.—The term ‘recognition period’
means the 10-year period beginning with the 1st day of the Ist
taxable year for which the corporation was an S corporation.

“U4) TaxaBrLE IncoMmE.—Taxable income of the corporation
shall be determined under section 63(a)—

“(A) without regard to the deductions allowed by part
VIII of subchapter B (other than the deduction allowed by
section 248, relating to organization expenditures), and

“(B) without regard to the deduction under section 172.”

(b) TREATMENT OF DISTRIBUTIONS.—Subsection (e) of section 1363
is amended to read as follows:

“le) Sussection (d) Nor To AppLY TO REORGANIZATIONS, Erc.—
Subsection (d) shall not apply to any distribution to the extent it
consists of property permitted by section 354, 355, or 356 to be re-
ceived without the recognition of gain.”

(c) CONFORMING AMENDMENTS.—

(1) Subparagraph (GQ) of section 26(b)(2) is amended by strik-
ing out “certain capital gains” and inserting in lieu thereof
“certain built-in gains”.

. (2) Paragraph (2) of section 1366(f) is amended to read as fol-
ows:

“(2) REDUCTION IN PASS-THRU FOR TAX IMPOSED ON BUILT-IN
GAINS.—If any tax is imposed under section 1374 for any tax-
able year on an S corporation, for purposes of subsection (a), the
amount of each recognized built-in gain (as defined in section
1374(d)2)) for such taxable year shall be reduced by its propor-
tionate share of such tax.” _

(3) Subparagraph (B) of section 1375(b)(1) is amended by str_zk-
ing out ‘“section 1374(d)” and inserting in lieu thereof “section
1374(d)(})”.

(d) CLericAL AMENDMENT.—The table of sections for part III of
subchapter S of chapter 1 is amended by striking out the item relat-
ing to section 1874 and inserting in lieu thereof the following:

“Sec. 1374. Tax imposed on certain built-in gains.”

SEC. 633. EFFECTIVE DATES. .
(a) GENERAL RULE.—Except as otherwise provided in this section,
the amendments made by this subtitle shall apply to—
(1) any distribution in complete liquidation, and any sale or
exchange, made by a corporation after July 31, 1986, unless
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such corporation is completely liquidated before January 1,
1987,

(2) any transaction described in section 338 of the Internal

Revenue Code of 1986 for which the acquisition date occurs
after December 31, 1986, and

(9 any distribution (not in complete liquidation) made after

December 31, 1986.

(b) Burt-IN Gains oF S CorPORATIONS.—The amendments made
by section 632 (other than subsection (b) thereof) shall apply to tax-
able years beginning after December 31, 1986, but only in cases
where the Ist taxable year for which the corporation is an S corpo-
ration is pursuant to an election made after December 31, 1956.

(¢) ExcepTION FOR CERTAIN PLANS OF LIQUIDATION AND BINDING
CONTRACTS.— '

(1) INn GENERAL.—The amendments made by this subtitle

shall not apply to—

(A) any distribution or sale or exchange made pursuant
to a plan of liguidation adopted before August 1, 1986, if
the liqguidating corporation is completely liquidated before
January 1, 1988,

(B) any distribution or sale or exchange made by any cor-
poration if 50 percent or more of the voting stock by value
of such corporation is acquired on or after August 1, 1986,
pursuant to a written binding contract in effect before such
date and if such corporation is completely liquidated before
January 1, 1988,

(©) any distribution or sale or exchange made by any cor-
poration if substantially all of the assets of such corpora-
tion are sold on or after August 1, 1986, pursuant to 1 or
more written binding contracts in effect before such date
and if such corporation is completely liquidated before Jan-
uary 1, 1988, or

(D) any transaction described in section 338 of the Inter-
nal Revenue Code of 1986 with respect to any target corpo-
ration if a qualified stock purchase of such target corpora-
tion is made on or after August 1, 1986, pursuant to a writ-
ten binding contract in effect before such date and the ac-
quisition date (within the meaning of such section 338) is
before January 1, 1988.

(2) SPECIAL RULE FOR CERTAIN ACTIONS TAKEN BEFORE NOVEM-

BER 20, 1985.—For purposes of paragraph (1), transactions shall

be treated as pursuant t // quidati
gt 1 Lok 0 a plan of liquidation adopted before

A) before November 20, 1985—

(V) the board of directors of the liquidating corpora-
tion adopted a resolution to solicit shareholder approv-
al for a transaction of a kind described in section 336
or 337, or

(ii) the shareholders or board of directors have ap-
proved such a transaction,
(B) before November 20, 1985—
(1) there has been an offer to purchase a majority of
the voting stock of the liquidating corporation, or
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(ii) the board of directors of the liquidating corpora-
tion has adopted a resolution approving an acquisition
or recommending the approval of an acquisition to the
shareholders, or

(C) before November 20, 1985, a ruling request was sub-
mitted to the Secretary of the Treasury or his delegate with
respect to a transaction of a kind described in section 336
or 337 of the Internal Revenue Code of 1954 (as in effect
before the amendments made by this subtitle).

For purposes of the preceding sentence, any action taken by the
board of directors or shareholders of a corporation with respect
to any subsidiary of such corporation shall be treated as taken
by the board of directors or shareholders of such subsidiary.

(d) TRANSITIONAL RULE FOR CERTAIN SMALL CORPORATIONS.—

(1) IN GENERAL.—In the case of the complete liquidation
before January 1, 1989, of a qualified corporation, the amend-
ments made by this section shall not apply to the applicable
percentage of each gain or loss which (but for this paragraph)
would be recognized by reason of the amendments made by this
subtitle.

(2) PARAGRAPH (1) NOT TO APPLY TO CERTAIN ITEMS.—Para-
graph (1) shall not apply to—

(A) any gain or loss which is an ordinary gain or loss (de-
termined without regard to section 1239 of the Internal
Revenue Code of 1986),

(B) any gain or loss on a capital asset held for not more
than 6 months, and

(C) any gain to the extent section 453B of such Code ap-
plies.

($) APPLICABLE PERCENTAGE.—For purposes of this subsection,
the term ‘applicable percentage’ means— o

(A) 100 percent if the applicable value of the qualified
corporation is less than $5,000,000, or '

(B) 100 percent reduced by an amount which bears the
same ratio to 100 percent as—

(i) the excess of the applicable value of the corpora-
tion over $5,000,000, bears to

(it) $5,000,000. )

(4) APPLICABLE VALUE.—For purposes of this subsection, the
applicable value is the fair market value of all of the stock of
the corporation on the date of the adoption of the plan of com-
plete liguidation (or if greater, on August 1, 1986). _

(5) QUALIFIED CORPORATION.—For purposes of this subsection,
the term ‘qualified corporation’ means any corporation if—

(A) on August 1, 1986, and at all times thereafter before
the corporation is completely liquidated, more than 50 per-
cent (by value) of the stock in such corporation is held by 10
or fewer qualified persons, and )

(B) the applicable value of such corporation does not
exceed $10,000,000. ]

(6) DEFINITIONS AND SPECIAL RULES.—For purposes of this
subsection— « - ”

(A) QuaLtriep PERSON.—The term “qualified person
means—
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(i) an individual,

(it) an estate, or

(iii) any trust described in clause (ii) or (iii) of section
1361(cX2)(A) of the Internal Revenue Code of 1986.

(B) ATTRIBUTION RULES.—

(i) EnTITIES.—Any stock held by a corporation, trust,
or partnership shall be treated as owned proportionally
by its shareholders, beneficiaries, or partners. Stock
considered to be owned by a person by reason of the ap-
plication of the preceding sentence shall, for purposes
of applying such sentence, be treated as actually owned
by such person.

(ii) FamiLy MEMBERS.—Stock owned (or treated as
owned under clause (i) by members of the same family
(within the meaning of section 318(a)1) of the Internal
Revenue Code of 1986) shall be treated as owned by 1
person.

(C) CONTROLLED GROUP OF CORPORATIONS.—All members
of the same controlled group (as defined in section 267(f)(1)
of such Code) shall be treated as 1 corporation for purposes
of this subsection.

(7) SECTION 338 TRANSACTIONS.—The provisions of this subsec-
tion shall also apply in the case of a transaction described in
section 338 of the Internal Revenue Code of 1986 where the ac-
quisition date (within the meaning of such section 338) is before
January 1, 1989.

(8) APPLICATION OF SECTION 1874.—Rules similar to the rules
of this subsection shall apply for purposes of applying section
1374 of the Internal Revenue Code of 1986 (as amended by sec-
tion _632) in the case of a qualified corporation which becomes
(1138‘3 corporation for a taxable year beginning before January 1,

(d) CompLETE L1QUIDATION DEFINED.—For purposes of this sec-
tion, a corporation shall be treated as completely liquidated if all of
the assets of such corporation are distributed in complete liquida-
tion, less assets retained to meet claims.

(e) OTHER TRANSITIONAL RULES.—

(1) The amendments made by this subtitle shall not apply to
any quuzda?zon of a corporation incorporated under the laws of
Pennsylvania on August 3, 1970, if—

(A) the board of directors of such corporation approved a
plan of liquidation before January 1, 1986,

(B) an agreement for the sale of a material portion of the
assels of such corporation was signe